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THE BANKER 


A Banker’s Diary 


Mid-November—Mid-December 


As we go to press we learn that the District Bank has 
been admitted to membership of the Bankers’ Clearing 
. ; House as from January I, 1936. For 
An New reasons of convenience it will not take its 
ye seat in the Clearing House until January 15, 
1936, when the pressure caused by the 

New Year work of the banks will have diminished. 
Since its absorption of the County Bank last August, the 
District Bank has ranked seventh in size among the great 
British banks, and so it was eminently de sirable that it 
should join the Clearing House. One consequence of its 
election will be that there will be a discontinuity in both 
the weekly Clearing House returns and in the monthly 
aggregate total of the British clearing banks. Both these 
sets of statistics provide very valuable indications of the 
general economic conditions of the country, and so we 
hope that the authorities will take steps to reduce the 
discontinuity to a minimum. In any case, we fear that 
annual comparisons for the next twelve months will be 
misleading. Still this is a small price to pay for the 
election of this important bank, and the new returns will 
present a truer picture of the British banking position. 


THE end of the year and the heavy Christmas demand 
for notes have been the predominating influences in the 
money market during the month. At the 

The Money end of November the banks were buying 
Market Treasury bills of all dates up to February 13 

at their minimum rate of $ per cent., but 

later purchases were curtailed in face of the depletion 
of cash reserves by Christmas currency withdrawals.. 
By December 12th the note circulation was already 
within less than {1,000,000 of the August figure, the 
highest ever ‘recorded. Up to that date the weekly 
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increase was between {4 millions and £5 millions, but the 
following week the circulation jumped up by {8°5 millions 
to £419°5 millions or to a new high record. There were 
some applications for loans into January early in the 
month at ?# per cent. and later at I per cent., but 
subsequently borrowers found it difficult to get as much 
as they needed. Day-to-day money, however, remained 
plentiful at the normal rate. The payment of the War 
Loan dividend early in the month increased the supply of 
funds, but money was already so plentiful that there was 
little noticeable difference. As the month progressed, 
however, the Christmas currency withdrawals depleted the 
banks’ cash resources and between December 11th and 
December 19th bankers’ deposits at the Bank of England 
fell from £103°7 to £79°8 million. The curtailment of bill 
purchases as a “ nal of the banks’ reluctance to add to 
their bill portfolios just before the end of the year has 
brought about a firmer tendency in discount rates. 
During the first week of the month the Treasury Bill 
tender rate rose from 10s. g-ggd. to IIs. 9: 31d. per cent. 
and subsequently to 13s. 1°53d. per cent. The advance 
in tender rates has encouraged applications for bills, but 
some applicants who hoped to re-sell at a profit found 
that buvers were not prepared to pay the rates they wanted. 


THE new issues of £100 millions 1939-41 I per cent. 
Treasury bonds and £ 200 millions 1956-61 23 per cent. 
oo Funding Loan were quickly subscribed, 

G The even though there is some evidence that 
oa they had to be given “ inside ’’ support. 
The bulk of the money so obtained will be 

used to redeem £150 millions of 2 per cent. Treasury 
bonds and £44 millions of £3 per cent. Treasury bonds, 
but there will be a cash surplus of £97 millions which will 
initially be used in reducing the floating debt. Bankers, 
therefore, must look forward to a reduction in the supply 
of Treasury bills, which may make it more difficult to 
maintain minimum buying rates for bills. On the other 
hand, the new 1 per cent. Treasury bonds are well suited 
to the needs of both the banks and the money market. 
The 23 per cent. Funding Loan is a different proposition, 
for it runs for at least 20 years, and it is a very open 
question if government credit will remain upon a 2} per 
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cent. basis for the whole of that period. Still for more 
reasons than one the banks no doubt have subscribed to 
the issue, but they are probably regarding it as a security 
which may not maintain its price inde finitely. 


THE London foreign exchange market remained very 
quiet during the period under review, although per- 
manently overshadowed by the insecurity 


_ The of the franc and the other gold bloc 
Foreign Te Pm inni 
currencies. \t the beginning of the 


Exchanges el 
month there were less offerings of francs 


than would be expected in a crisis of this nature. The 
British control which was supporting the france had 
little direct effect on the London market, but is re- 
ported to have bought American dollars in defence 
of the france for the first time since 1933. Although 
the gold bloc currencies have moved together fairly 
closely, at the beginning of the month the Swiss franc 
depreciated against the French franc almost to the 
gold export point, possibly because of Swiss purchases 
of American securities. The weakness of the French in- 
ternal situation has made the franc extremely susceptible 
to political changes throughout. M. Laval’s successes 
in the Chamber were immediately reflected in a strength- 
ening of the franc, and threats to the government had the 
opposite effect. So long as the future of the budget and 
of the government remains uncertain, the French financial 
position remains insecure. Although France’s gold 
reserves remain substantial in spite of steady with- 
drawals, the financial structure is not such as to make 
the most of the gold that remains. Furthermore, 
although the commercial banks have an ample supply of 
cash and Treasury Bills, it is not inexhaustible, and there 
remains a permanent doubt as to how long the govern- 
ment will be able to cover its immediate cash needs. 
Private deposits, moreover, shrunk during the first week 
of the month from Frs. 11,270 to Frs. 9,185 millions. 
These internal weaknesses show that the enormous gold 
reserves are not a sign of strength. Dollars have remained 
inactive throughout, but the pound has improved slightly. 
The sudden change in American silver policy has had its 
effect in the Far East, where the Hong Kong and 
Shanghai dollars have slightly depreciated. The Chinese 
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currency, although officially unattached to silver, is 
evidently very sensitive to changes in the silver market. 


THE second week in December witnessed an unexpected 
disturbance to the London silver market. For a long 
time past the American authorities have 
Silver been almost the sole buyers of silver, and 
Fluctuations they have taken all spot silver on offer at 
a price which for many weeks had stood at 
between 29d. and 30d. per ounce. On December oth, 
American buying suddenly ceased, and it was only late 
in the afternoon that they decided to take the silver on 
offer at a price of 28?d. per ounce. The following day 
it proved impossible to “fix ’’ a price at all, while on 
December 11th it was decided to suspend temporarily the 
rule that a price must be fixed at which all silver on offer 
can effectively be disposed of. On that day the cash 
price was fixed at 27$d., and even then the American 
authorities only bought 73 per cent. of the amount on 
offer. By December 16th, the London cash price had 
been reduced to 26d., with America only buying 5 per 
cent. of the quantity on offer. The American Treasury 
has let it be known that henceforward it proposes to 
buy in any market and not necessarily in London, and it 
is, of course, acting fully within the terms of the American 
Silver Purchase Act. Still, the London price is the 
effective world price, and the net result is that after 
having driven the London price up to the point at which 
China and Hong Kong have been driven off silver, the 
United States has suddenly left the London market 
without support. Incidentally, the United States has 
forced itself into the position of the sole world buyer. 
Fortunately, the speculative position in silver is not as 
big as it was last summer, but this new development has 
come as a fresh warning of the way in which silver is 
solely at the mercy of American policy. 


GOVERNMENT dividend payments early in November 
released cash which previously had been held in public 
November deposits at the Bank of England. The cash 
Clearing holdings of the ten clearing banks have 
Bank therefore risen from {204-3 millions in 
Averages Qctober to {214-3 millions in November. 

B 
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Deposits have also risen from {£2,035:7 to {£2,039°5 
millions, the latter figure being a new high record, while 
the ratio of cash to deposits has risen from 10-0 to 
10-5 per cent. Among earning assets, call and short 
loans have increased from {141-2 to £147-3 millions, 
while discounts have fallen from {296-9 to {293-2 
millions. Investments are reduced from {626-4 to 
£620-6 millions, while advances have risen from £773: 4 
to £774:0 millions. These movements call for little 
comment beyond the fact that the banks’ resources 
continue to expand. Still the reduction in investments 
is, on the whole, a move in the right direction, as invest- 
ments are now very high in proportion to deposits. 
The autumn increase in advances is also encouraging 
from the point of view of both the banks and the general 
trade of the country. 


IMPORTS showed a slight decline of {2-1 millions during 
November, but were {6-8 millions higher than a year 
ago. Raw material imports amounted to 

November £197 millions compared with £16-9 millions 
a in October and £16-7 millions in November, 
1934. British exports totalled {39-4 

millions as against £39°9 millions in October and {36:1 
millions in November, 1934, and British manufactured 
exports stood at {29-3 millions compared with £30-6 








millions in October and £27-4 millions in November last 
year. The actual returns are summarised below. 
Nov., Oct: Nov., 
1934 1935 1935 
f£ millions {£ millions £ millions 
Imports i a - -. 64°79 73°4 71°5 
Exports - , 30°1 39°9 39°4 
Re-exports .. oe - a 4°0 4°7 4°6 
Total exports ‘“ - .. 40°! 44:0 44:0 


For the first eleven months of 1935, imports amounted to 
£683-6 millions against {669-5 millions for the same 
period of 1934. Raw material imports showed a decrease 
of £2-8 millions compared with a year ago, but imports 
of manufactured goods increased by {11-6 millions. 
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British exports stood at {391-0 millions against {361-9 
millions last year, and re-exports were valued at £49°8 
millions against {47-7 millions for the first eleven months 
of 1934. The adverse trade balance therefore stood at 
£242-8 millions compared with {259-9 millions a year 
ago. 


WE have received from the Bank Officers’ Guild a report 
on a recent investigation by this body as to the extent 
and effect of mechanisation in banks. The 
Mechani- Treport begins by quoting the annual 
sation and_ statistics published by the Banking Unem- 
Bank Staffs. ployment Board, and these show that since 
1929 the number of men employed has been 
reduced by 4,000, while the number of women employed 
has risen by 2,000. The investigating committee states 
that reports regarding working conditions vary con- 
siderably, and that there is also divergence regarding 
reports of working hours and the general pressure of 
work. The report concludes by saying that it is still too 
early to decide if mechanisation is an improvement upon 
previous methods from the staff point of view. With 
further development and experience efficiency should 
improve and the strain of working the machines should 
the reduced. The Guild hopes that mechanisation will 
result in shorter working hours rather than in a displace- 
ment of staff, but this raises a very wide question. On 
the whole we see no reason to dissent from a view pre- 
viously expressed in THE BANKER that in the better 
organised offices mechanisation does not involve in- 
tolerable working conditions. 
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The British Banking Year 


HE reports and accounts of the leading British banks 
for 1935 have still to be issued, but there appears 
to be little doubt that they will be encouraging. 
It would not be surprising if profits showed some improve- 
ment over those of 1934. There are several reasons 
in support of this view. First of all, the total resources 
of the banks as measured by their deposits have been 
steadily growing during most of the past year. Comparing 
November, 1934, and November, 1935, deposits of the 
ten clearing banks alone have risen from {1,911 to 
£2,039 millions. Next the trade revival has for some 
time past reached the stage where it becomes reflected 
in an expansion in bank advances. During the year 
ended November, 1934, bank advances rose from £737 
to £755 millions, while during the succeeding year to 
November, 1935, there has been a further increase to 
£774 millions. The trade revival will have the further 
advantage of reducing actual or potential losses from 
bad and doubtful debts, and so as in 1934 the directors 
of the leading banks may feel justified in reserving less 
of their banks’ gross earnings for this purpose and in 
releasing more of them in the direction of disclosed 
profits. Finally, the gilt-edged market has kept up 
very well, if the year be considered as a whole, and it is 
doubtful if the banks have felt under any great obligation 
to make increased provision against a possible set-back. 
{n fact the Commercial Bank of Scotland has allocated 
to published reserves instead of to internal reserves a 
sum of £100,000 realised from investment changes during 
the year. 

The joint-stock banks have successfully adapted 
themselves to the present era of cheap money. The 
fall in rates, in comparison with six years ago, has 
undoubtedly affected both their gross and net earnings, 
but the improvement in the general character of their 
loans and the big advance in the gilt-edged market since 
1932 are no small advantages to set on the other side of 
the account. Moroever, the national policy of making 
money cheap and plentiful is adding to the total resources 
of the joint-stock banks. The last point is illustrated 
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in the following table which gives the position of the 
ten clearing banks :— 

















Ss Vy ' 
| Nov., Nov., Nov., Nov., May, | Nov., 
2 
1931 1932 1933 | 1934 1935 1935 
£ mn. £ mn. { mn. £mn. | £mn. | £ mn. 
Capital + -- | 74°3 74°3 74°3 74°3 | 74°93 «| «74°3 
Reserves ea ies 60°8 51-0 51°5 51°7 54°0 54°0 
Deposits ~~ .. | 1,706°4 | 1,898-4 | 1,928-0 | I,91I-I | 1,961°5 | 2,039°5 
Acceptances, etc. .. 102°6 $3°3 II4°0 £22°2 113°9 97°5 
= FSA ae | ————}———— 
Cash .. és ao | BPS*I 193°4 216-0 209°7 218-7 214°3 
Balances, etc.* a 47°7 41°7 43°9 43°7 49°3 460°7 
Call Money .. .. | 109°4 116°3 98-6 134°6 142-0 147°3 
Discounts .. ee | 240°5 391°2 317°1 232°5 217°6 293°2 
Investmentst es | 2090°7 425°0 569-0 589°3 619°9 620-6 
Advances .. -. | 900-2 785-0 737°3 755°4 770°4 774°0 























* Balances with and cheques in course of collection on other banks in the 
United Kingdom. 
+ Excludes investments in affiliated banks. 


During the past four years, deposits have risen by 
£333 millions. On the assets side of the account, cash 
has risen by £41 millions, while the ratio of cash to 
deposits has increased from 10-1 to 10°5 per cent. 
Among earning assets, call and short loans have risen by 
£38 millions, discounts by £53 millions and investments 
by £321 millions. Advances have fallen by £126 millions. 

To understand these changes it is necessary to trace 
them back to their source. The present era of cheap 
money really sprang from the suspension of the gold 
standard, the return to power of the National Government 
and the balancing of the budget in the autumn of 1931. 
These three events relieved our industries from the 
pressure of deflation and at the same time restored 
confidence in our financial stability. 

The first consequence was an influx of money into 
the country. This more than made good our previous 
gold losses, so that between May, 1932, and November, 
1933, the Bank of England’s gold stocks rose from £125 to 
{191 millions. Unlike our procedure in the days of the 
gold standard, this big expansion was not neutralised 
by any reduction in the Bank of England’s securities, 
and the result was that, in spite of an increase of £14 
millions in the note circulation, bankers’ deposits rose 
from £76 to {103 millions and clearing bank cash from 
£179 to {216 millions. This expansion in bank cash 
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has since been maintained, for although the note circula- 
tion has risen by a further £33 millions during the past 
two years, this expansion has been largely provided for 
by addition of £7 millions to the Bank’s gold and £17 
millions to the Bank’s holdings of Government securities. 

It will be appreciated that this expansion in their 
cash was entirely due to Government policy and was in 
no way under the control of the joint-stock banks them- 
selves. Nevertheless it meant that the banks were 
enabled to add proportionately both to their deposits and 
their earning assets, and naturally they proceeded to do 
so. As each joint-stock bank in turn found it was 
carrying surplus cash, it took up fresh bills or securities 
and in so doing added partly to its own deposits, but 
mainly to the cash and deposits of its competitors. This 
reciprocal process continued until all the banks found 
that their earning assets and deposits had risen to the 
point which roughly kept them upon the basis of a Io 
per cent. cash ratio. 

The banks’ efforts to add to their earning assets 
was largely responsible for the decline in short-term 
and long-term interest rates, which began in 1932. 
The salient fact is that between 1930 and 1933 bank 
advances were contracting, as the gradual improvement 
in trade allowed outstanding loans to be liquidated. 
The banks therefore were driven into the money market 
and into the gilt-edged market. When they tried to take 
up fresh bills they found that the supply of commercial 
bills had been reduced by the world trade depression 
and by restrictions upon international trade; while from 
November, 1932, onwards until early 1935, the supply 
of Treasury bills was heavily reduced by debt funding 
and by a succession of budget surpluses. In these 
circumstances the extra demand by the banks for bills 
helped towards the desired consequence of reducing 
short-term interest rates to their present low level. 
Their exact course is shown in the table on next page. 

For over three years Bank rate has stood at 2 per 
cent., while discount rates have been below I per cent. 
At times the Treasury bill rate fell below } per cent., 
but during the past year tender issues of Treasury 
bills have been expanding, while the clearing banks have 
also agreed not to buy Treasury bills at less than } per 
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cent. Ever since the autumn of 1934, the clearing 
banks have also maintained agreed rates for short loans, 
these being $ per cent. for loans against bills eligible for 
re-discount at the Bank of England and 1 per cent. 
for loans against other collateral. When the new 
Government one per cent. Treasury bonds were issued 
a few weeks ago, the banks agreed to lend against them 
at a special rate of # per cent. Incidentally, as the 
recent Government loans are well in excess of impending 
maturities, there will be a further reduction in the 
floating debt, which may cause the Treasury bill rate 
and other discount rates to weaken. 





Nov., Nov., Nov., | May, Nov., 
| 1932 1933 1934 1935 1935 


oO o Oo Oo 
oO oO o o 
> > 
| 
} 





Bank Rate aie aa 2 2 
London Deposit rate .. 4 } 
Short Loan rate :— 

Clearing banks Sa I I 

Others .. ee es 3 } 
Discount rates :— 
Treasury bills wie 
Three months’ bank bills 14 I+; 5 4-2 49-2 




















Reverting to the banks’ experience since 1932, it was 
obvious that they could not employ the whole of these 
new resources in the money market. They had to 
add extensively to their holdings of securities, so much 
so that between November, 1931, and November, 1935, 
their investments rose from £300 to £621 millions. These 
heavy purchases of securities by the banks must both 
have facilitated the Government’s conversion operations 
and also have contributed towards the reduction in the 
long-term rate of interest which has taken place since 
early 1932. In this sense the banks acted as a willing 
lever, which enabled the Government to inaugurate and 
maintain an era of cheap and plentiful money, but the 
original motive force consisted of the restoration of 
confidence. The country is still dependent upon a 
sound Government as well as upon a sound banking 
system for the continuance of easy money and for the 
further progress of the trade revival. 
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Financing Primary Products 


By Walter Hill 


N the occasion of his recent presidential address to 
() the Institute of Bankers, Sir John Caulcutt 

pointed out that no business could be conducted 
without risk, and that the test of a good banker was “‘ his 
aptitude for judging character and, among other things, 
assessing risks.’”’ ‘‘In granting accommodation,” Sir 
John Caulcutt observed, “the banker must take into 
consideration not only the circumstances prevailing at 
the time, but also the outlook for the future.’’ The risk 
factor is of considerable importance in the case of primary 
products owing to the violent fluctuations of their prices. 
The remarks of the president of the Institute of Bankers, 
therefore, are not without relevance to the financing of 
primary products, and the occasion seems opportune for 
a short sketch of recent developments and _ prospects 
of important commodities. 

In general, prices of primary products are subject 
to much wider fluctuations than quotations for finished 
products. This is partly due to the difficulty of adjusting 
output to changes in demand at short notice. Thus, 
during a downward movement of demand, as was experi- 
enced between 1929 and 1932, it is often impossible to 
equalise output with falling requirements. Consequently, 
stocks of primary products are piled up and prices decline 
to an unprofitable level. For example, the index of the 
average value of exports of British manufactures, calcu- 
lated by the Board of Trade, declined by about 20 per 
cent. between 1929 and 1932. During the same period the 
average sterling prices of raw sugar and wheat declined 
by 36 per cent. and 47 per cent. respectively. Again, 
the average price of crude rubber declined by 77 per 
cent. between 1929 and 1932, while the quotation for 
standard copper showed a fall of 58 per cent. 

For purposes of illustration it is useful to distinguish 
between primary products subject to continuous and 
discontinuous production. The former group includes 
the majority of industrial raw materials, such as non- 
ferrous metals and coal. The latter comprise most crude 
foodstuffs, such as grains and sugar, and textile raw 
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materials of agricultural origin, such as cotton, flax and 
wool. The distinction is of some importance, for the 
supply of primary products subject to continuous produc- 
tion can be adjusted to changes in demand more easily 
than the supply of commodities whose production has 
to be planned a year ahead and is dependent on climatic 
conditions. Moreover, as the Economic Committee of 
the League of Nations pointed out in a recent report on 
Agricultural Protectionism, the bulk of the small peasants 
continue to produce, whatever their financial situation, 
and total production of certain commodities remains 
unchanged. Often, indeed, the unorganised agricultural 
producer, guided simply by his individual interests, will 
tend to increase the volume of his output, in order to 
compensate the losses resulting from the fall in prices. 

It is interesting to note that the prices of many 
important primary products, such as non-ferrous metals, 
rubber, sugar, and wheat tended to decline long before 
demand began to flag in 1929-30. This downward ten- 
dency of prices was largely the consequence of far- 
reaching developments in the technique of production of 
primary products after the Great War. As a result 0? 
biological research and mechanisation, the cost of produc: 
ing crude foodstuffs and industrial raw materials of 
agricultural origin had been substantially reduced. More- 
over, the improvement and large-scale application of 
the process of selective flotation revolutionised the 
technique, and was responsible for a sharp decrease in 
the cost, of producing non-ferrous metals, such as copper, 
lead and zinc. A substantial reduction in the cost of 
producing tin was achieved, not by a fundamental 
change in technique, but by mechanisation. Moreover, 
the reduction in the cost of production of primary pro- 
ducts was accompanied by the growth of the production 
of competitive synthetic raw materials, such as rayon 
and fertilisers. 

But the increase in technical efficiency not only tended 
to depress prices, but technical progress rendered obsolete 
much of the existing plant, and led to a geographical 
redistribution, both within and between national frontiers, 
of the centres at which costs were lowest. High-cost 
producers frequently refused to yield to the low-cost 
producers. Where the two groups were operating in 
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different national areas, high-cost producers frequently 
obtained protection from the competition of newcomers 
by the imposition of an import duty, as in the case of the 
United States copper mining industry. Where nothing 
was to be gained by an import duty, as in the case of 
rubber and tin, a restriction scheme was introduced, 
with the object of maintaining prices above the level 
which would prevail under competitive conditions. Some 
of the early attempts to maintain or to “ stabilise ”’ 
prices, fostered by the unwillingness to accept the impli- 
cations of technical progress, failed ignominously. Coftee, 
copper and rubber may be cited as examples. Many 
restriction schemes have been set up in recent years. 
Most of them, including those in force in the copper and 
tin mining industries and in the rubber and tea plantation 
trades, have succeeded in raising quotations above free- 
market prices. Others, such as the International Wheat 
Scheme, have not been very successful. 

There can be little doubt that the main factor in the 
recovery of the prices of the majority of primary products 
during the past two years was the revival of world 
demand, though the adjustment of output to require- 
ments with and without the help of co-operative restric- 
tion also played an important part. Changes of the 
quotations for some of the leading commodities during 
the past year are shown on the next page. Incidentally, 
it is noteworthy that the almost general rise in quotations 
was not accompanied by a significant advance in the price 
of gold. 

The majority of the industrial raw materials included 
in the Table show an appreciable increase in price since 
December, 1934. Among non-ferrous metals, copper and 
tin are subject to international restriction schemes. The 
international copper agreement, inaugurated on June I, 
1935, provides for a mild form of output curtailment and 
comprises only 75 per cent. of production outside the 
United States, Japan and the U.S.S.R. Recently, the 
simultaneous operation of the restriction scheme and the 
expansion of demand, fostered by re-armament and a 
re-stocking movement, has tended to improve the copper 
position. Unlike the earlier copper cartel (formed in 
1926 and dissolved at the end of 1932), which was 
essentially a device to maintain prices at a level at which 
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the high-cost producers of the United States could operate 
at an appreciable profit, the new agreement is designed 
to foster consumption at a price which is reasonably 
remunerative to low-cost producers. 


Prices of Important Commodtties 























1934 1935 
| 
| December 19 | August 14 | October 9 | December 18 
' 
| 
| y a } S d | { s d i £ d 
: | f " a. 2 S. qd. 2 Ss. ° | 4 a. 
Silver, standard | | | 
cash. peroz.| o 1 113 o2 5% |02 58 jor 
Copper, standard 
cash. perton} 28 I 3 38 t7 © i 35 22 3 1 34 13 9 
Lead, soft foreign. } 
per ton 10 5 Oo 15 15 Oo i9 2 © 16 15 oO 
Spelter, G.O.B. | 
per ton | 11 12 6 i 6 3 16 15 oO | 14 18 9 
Tin, standard cash | | 
per ton |228 2 6 2t1 © 0 229 5 O 1220 15 O 
Tin, three months 
per ton |225 10 oO |208 10 Oo 219 10 0O 210 12 6 
Cotton, American, 
spot. perlb.| 0 © 7:11 | 0 © 644) © © 6:51 | © © 6-41 
Flax, Livonian, | 
Z.K. per ton | 72 0 oO 174 0° Oo |} 68 0 Oo 76 0 O 
Wool, Queensland, 
perlb. | o 1 10 i @ 2 @ | @2oe };o 2 0 
Linseed oil. | | 
per ton i815 oO 2% 10. 0 |} 20 10 O | 26 15 Oo 
Rubber, smoked 
sheet. per Ib. 0 o 64 oo 5H | © o 5s | o oO 6 
Sugar, Cuban, 96 | 
percwt.| o 4 2} o 4 4h o 4 Io} o 5 6 
Tea, auction aver- 
age. per lb. o o 11:6! o o11-d1 O © 3°42) © 3 ayy 
Wheat, Liverpool, | | 
nearest future. | | 
per1oolbs.| o 4 9 os 4 |} © 6 § ), eo & 
Gold, per fine oz. | 7 0 9 7 @ . > £40 : - 2 4 





On the other hand, the tin restriction scheme has been 
operated to maintain prices at a high level, irrespective 
of the trend of consumption. Stocks of this metal have 
been allowed to fall to negligible dimensions and the 
scarcity of available tin has caused considerable incon- 
venience and annoyance. Owing to the stringency of the 
position, “‘ spot” tin has been commanding a substantial 
premium over three-months tin during recent months. 
The International Tin Committee has recently shown 
signs of a more liberal attitude by increasing the produc- 
tion quotas of the original signatory countries from 
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50 to go per cent. of the standard tonnages during the 
past six months. But the increase of quotas came too 
late to result in immediate relief from the position of 
stringency. Incidentally, it is noteworthy that the 
burden of tin restriction was borne by British Malaya, 
the Dutch East Indies, Nigeria and Bolivia. The propor- 
tion of world production mined in these countries—and 
especially in Malaya—has tended to decline. Lead and 
spelter have experienced a considerable improvement in 
price during the past year as a result of an expansion in 
demandandareductioninstocks. While the recent decline 
in lead prices was partly due to the settlement of labour 
difficulties in Mexico, prospects of these metals remain 
fairly encouraging. Indeed, demand for most non-ferrous 
metals is likely to be maintained or may show a further 
increase during the coming year. 

The recent history of silver is somewhat curious. In 
the summer of 1934, the Government of the United States 
gave way to the silver interests and inaugurated a policy 
designed to raise both the domestic and the world price 
of silver. Little attention was paid to the representations 
made by China, and that country was subjected to a 
process of deflation leading to economic depression. But 
shortly after the Chinese Government had decided to 
adopt a managed paper currency in place of the silver 
standard, the Government of the United States appears 
to have become somewhat uneasy of its position as sole 
buyers and has been unwilling to take the supplies on 
offer at the previous price. Despite the sharp decline in 
prices during recent weeks the position of silver remains 
as precarious as the future American policy is uncertain. 

Among textile raw materials, both cotton and wool 
are appreciably dearer than at the end of 1932. In the 
case of cotton, the rise in prices was due to the deliberate 
restriction of production, coupled with a fixed price 
paid to farmers in the United States. The renewed 
downward movement in United States raw cotton prices 
during the past year reflects partly a change in the 
loan policy of the United States and partly the rapid 
growth of cotton production outside North America. 
In contrast to raw cotton, wool has not been subject 
to price-raising schemes. Wool growers marketed prac- 
tically their whole clip throughout the depression. But 
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they could only do so by accepting a severe reduction of 
income. On the other hand, wool growers were not 
handicapped by excessive stocks when demand began to 
improve in 1933. Unfortunately, the rise in prices in the 
summer of 1933 degenerated into a hectic gamble, which 
was followed by the inevitable collapse early in 1934. 
Last spring, however, the stocks of raw wool accumulated 
by consumers during the boom of 1933-34 had been 
largely worked off and prices began to rise on renewed 
buying by consumers. The improvement has since been 
intensified by the realisation that the world’s available 
supplies during the season ending June, 1936, are likely 
to be smaller than a year ago. 

The rise in the prices of rubber and tea during the 
past two years is largely due to deliberate restriction of 
output. Although extravagant hopes of “ shilling rub- 
ber’”’ have been disappointed, it must be remembered 
that rubber was selling below 2d. per lb. three years ago. 
The sagging tendency of rubber prices until recently 
is partly due to the inability of the authorities in the 
Dutch East Indies to control “ native ’”’ exports. 

Wheat affords an illustration of the unwillingness of 
many countries to accept the implication of technical 
progress. Before the world depression, the geographical 
distribution of the world’s wheat crop was largely, though 
not entirely, determined by cost of production, and the 
price of this staple food tended to decline in Argentina, 
Australia and in North America in consequence of 
improvements in cultivation and mechanisation. Yet 
many importing countries thought it undesirable that 
their populations should benefit from the decline in 
prices, and since 1929 the cost factor has been increasingly 
disregarded. By means of tariffs, quota schemes and 
subsidies, total production in importing countries was 
increased from an average of 1,077 million bushels during 
1927-28 to 1,360 million bushels in 1934. During the 
same period the crop of the exporting countries, excluding 
the U.S.S.R., was reduced from 2,691 million bushels to 
1,977 million bushels. This large-scale geographical 
redistribution of the world’s wheat crop could only be 
carried out at the expense of producers in exporting 
countries and of consumers in importing countries. But, 
largely owing to a series of crop failures in North America, 
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the burdensome wheat stocks have tended to decline. 
Since last summer wheat prices in free markets have risen 
sharply, for this year’s crop—especially in the leading 
exporting countries—is again well below requirements. 
Consequently, the world’s wheat surplus will be reduced 
to more normal dimensions at the end of the current 
season. 

In general, the downward trend of the prices of 
primary products has been arrested by changes in the 
underlying conditions of supply and demand, and present 
indications point to the maintenance of firmer quotations 
for some time to come. 








Economic Branch Network 


By W. W. Syrett. 


HE ideal banking service would be rendered to the 
people of any country if every resident were 
within easy reach of a bank and the cheque book 
were available to people of even the most moderate 
means; such a state would be considerably in advance of 
current practice. The further development of banking 
beyond its present scope must obviously be gradual, 
nevertheless there are certain phases of current economic 
research which point the way along which expansion 
may proceed. 

The present wasteful methods of distribution of goods 
to consumers have been the subject of statistical enquiry ; 
in compiling a National Distribution Census the enquirers 
have made use of the population census and tax returns 
in different places, coupling the data obtained with a 
voluntary exchange of operating experience between 
individual distributors. Research is not so far advanced 
that dogmatic conclusions can be laid down, but certain 
phases of the enquiry and certain possible lines of further 
research provide a method of parallel development of 
the branch banking network in countries which are not 
served by purely local banking firms. 

In addition to a possible use of the census and tax 
returns of areas, it is envisaged that the methods of 
certain distributors may be adapted to the use of the 
banking industry ; document No. 6 of the Paris Congress, 
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1935, of the International Chamber of Commerce, reveals 
that large department stores know the minimum number 
of inhabitants necessary before a store can be opened 
with prospects of success, how many there must be if a 
second or third store is to be opened in the town, and that 
co-operative societies know from past experience how 
many members they must have in a given district before 
it pays to open a shop. 

The purpose of this article is to suggest some methods 
by which statistics could be used in the distribution of 
banking services, so that a non-wasteful geographical 
distribution to the largest possible number of people may 
be assured. The first need is to decide what statistical 
information is wanted. Here a parallel may be observed 
between the distribution of goods and the placing of the 
services of a bank in the hands of the public. The costing 
of individual services, such (for example) as safe custody 
of valuables or advice on investments, is outside the 
scope of the present enquiry. It may be practicable to 
devise means of investigating the demand for these 
specialised services at some future date. 

Research in regard to distribution figures is compli- 
cated by changes in final consumption. This factor is 
comparable to the changes in banking habits, which 
have resulted in people with smaller incomes opening 
banking accounts, and it is possible that the lower limit 
of income at which a banking account is considered 
essential will fall still further. 

Such changes are only disclosed over a fair period of 
time, and the position may thus, for the moment, be 
taken as static; if banking efficiency is so far improved, 
by mechanisation or otherwise, as to render it possible 
for bank charges to be reduced and thus for accounts to 
be opened for wage- or profit-earners at a lower level, 
the statistical enquiry will merely need adjusting by the 
margin between the two income levels. 

The expansion of the department store on density of 
population statistics has not been achieved without a 
thorough examination of past experience. The parallel 
here with banking therefore calls for an examination of 
the value to a bank of each of its branches. This may be 
easily obtained by a consideration of two items :—(a) 
profit or loss declared by each office for several half- 
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vears; (0) balance of resources held with head office or, 
where the branch is the debtor, balance of resources 
utilised by the branch. 

These together give the value of the branch to the 
whole institution. The rate of interest allowed to branches 
having a creditor balance, and that charged to others 
on debits should be at a common level which absorbs 
completely the whole of the bank’s profits. To illustrate 
by example :—A bank has fifteen offices; twelve each 
contribute £100,000 average of daily balances, whilst 
three each use £100,000 more in advances than they 
contribute by deposits; then the head office disposes of 
£900,000 in balances with the central bank, loans to the 
bourse and money market, investments, discounts, and 
other centralised uses essential to profit-making. The 
profit earned by each of the creditor branches must be 
valued by the addition of one-ninth of the profits arising 
from the use of the £900,000, and each debtor by the 
reduction of its profit by one-ninth of head office profits. 
A basis of tabulation is thus obtained which shows the 
value of each office to the whole concern. 

The ‘“‘ Value to the institution ’’ figures may call for 
some adjustment as between branches unless the average 
is taken over a fair period of time; this should include 
a full credit cycle. The point is best illustrated by 
reference to one banking service which otherwise leads 
to misleading results :—Small deposits at 23 per cent. 
will obviously be attracted more at some branches than 
at others, so that if the cheap-money period only is taken, 
this asset to the bank as a whole becomes a liability 
to any branch having more than the average proportion 
of deposits in this form. 

In order to be really representative of the results of 
the whole industry, confidential reports must be rendered 
to a central authority, which can then arrive at results 
which will cover all the banks having a series of branches. 
Departmental stores, co-operative and other trading 
bodies and private traders have gone so far in many 
countries in their returns to economists as to give intimate 
details. One may therefore hope that the less confiden- 
tial statistics here needed would be forthcoming, par- 
ticularly as the guarantee of non-disclosure to competitors 
would be a‘sine gud non. 
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The statistics thus compiled will permit of the classi- 
fication of offices according to whether they are : 

(a) Of positive value; 

(b) marginal ; 

(c) of negative (apparent) value. 

It may be that there is reason for the negative 
(apparent) value of the sub-marginal branch appearing 
in class (c) ; every office must be given a sufficient length 
of time after being established in which to prove its 
eventual value, and a recently established branch may 
legitimately show a loss for two or three accounting 
periods. Some in this class may also be justified in their 
existence apart from profit-earning capacity—thus, a 
branch situated in a health resort having a short season 
is of the greatest possible value for cashing the cheques 
of customers on holiday from other places, and the 
apparent negative could be charged to the branches 
opening customers’ credits. 

When branches have been thus classed over a number 
of accounting periods certain tendencies will be obvious ; 
in some cases a positive movement will, coupled with the 
manager’s report, indicate the need for expansion by the 
opening of another office in the locality. In other areas 
a move in a negative direction will call for an enquiry. 
If it is due to the human element the necessary changes 
can be made, but if the cause lies in a movement of 
valuable custom away from the area, the question of the 
continuation of the branch in its present form has to be 
considered. 

It is on lines such as these that department stores 
have proceeded, but a much more important application 
of past experience lies in the determination of future 
development. It would be possible in Sweden* now to 
base extension on the census, which is qualitative as well 
as quantitative—that is to say, that incomes of private 
individuals and traders are published in totals for areas 
as well as their sources of income, and real estate values. 
We can, from past banking experience, determine the 
level of income which is the average minimum at which 
the customer proves a “ Valuable Account” to his 
banker. To put this point in alternative form—we can 
rule out from our calculations those whose monetary and 

* Swedish Statistical Year Book, 1935 (Table 237, p. 283). 
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credit transactions do not provide a bank with an account 
which is of positive value, the marginal case being 
covered by a commission charge; having then correlated 
our past experience in existing business handled by 
existing offices, we can determine from the income census 
in what new areas we can open a new branch with pros- 
pects of making it pay, or in what developing areas we 
can open a second branch. 

Income statistics are not yet available in England; 
in the compilation of distributive figures this country 
lags far behind many others. Nevertheless, the figures 
are in the possession of the income tax authorities, and 
an effective demand will lead to their publication. All 
that is needed is for them to be recorded as totals for 
areas, with some analysis to show the total number and 
amount of incomes above a certain line; a possible and 
welcome refinement would be a classification by trades. 

A comparison of the results obtained by branches in 
the recent past, coupled with the ‘‘ Income Census ’’ for 
the areas they cover, should reveal some uniformity in 
past experience, upon which to base an extension of the 
services distributed to the public through the branch 
network. A fairly definite minimum basis of income 
values in any area above which the local branch is 
profitable would be discovered. Subsequently branch 
offices would only be opened in places where the popula- 
tion contained a sufficient proportion enjoying an income 
above the minimum at which it pays a bank to open 
their accounts. 

To summarise the suggestions :— 

(a) Determine the income of a private person or 
trader, below which it does not pay the bank to maintain 
the account. 

(6) Determine the number of such accounts, short of 
which it does not pay the bank to open a branch. 

(c) Obtain an income census of population divided 
into areas. 

(d) Open new bank offices in those areas, yet unserved, 
which satisfy conditions (a) and (8). 

(e) Close, or reduce to sub-branches, those of the 
existing offices which fall short of (a) and (0). 

The writer claims that an application of these pro- 
posals, particularly that of (e) above, would enable the 
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cheque book to be placed at the disposal of a larger 
section of the public both by the lowering of the minimum 
line in (a) and by the more direct effect of (d), yet without 
reducing the profits or the displacement of employees, 
except to some extent geographically. 

The question of competition has been avoided, so far, 
in order that it may be considered as a whole. W hilst 
it is admittedly in the interests of efficiency, as a general 
proposition, what can be more inefficient and economically 
wasteful than to open simultaneously an office of each of 
two, or even more, competing banks in any area where 
only one can be profitably carried? If the figures show 
that more than one branch is called for, and there is a 
possibility of profit for both, then a competing bank may 
open an office. Some co-operation to this end is needed, 
and would not clash with the competitive aspect in the 
industry ; a combined policy of rotation in establishment 
in new areas would not prevent the disgruntled customer 
from seeking alternative accommodation elsewhere. 

It is arguable that the guidance of future expansion 
by the statistical method would ensure the widest possible 
extension of the branch network commensurate with 
profit-earning, that the system so developed would reach 
the largest possible number of customers, and that it 
would place the industry in the best position to take 
immediate advantage of any future improvement in 
method which may reduce banking costs, and thus extend 
the circle of possible customers. This would give the 
English banking industry a good answer to its detractors 
who would see “it nationalised or placed on a controlled 
basis, since it attains one of their main objects without 
the shock to the financial machine which their methods 
would entail. 

The branch network is not an essential feature of this 
country alone. Parallel circumstances are found in 
Germany, Belgium, France, Switzerland, Sweden, and 
also in Canada, South Africa, and some other British 
Dominions. In view of the advance made, particularly 
with “‘ Kennzahlen”’ in Germany, it is possible that 
developments, on some lines similar to those outlined 
here, will occur abroad. This would give us helpful 
statistics, though one would rather see this country in the 
forefront. Pc ssibly some future step, in the direction of 
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the scientific use of distribution figures for goods placed 
in the hands of consumers, may lead to a similar step in 
banking methods. 





The Manana Standard 


By Paul Einzig 
‘T word “manana” has for a long time been 


adopted in the vocabulary of the average English- 

man. For the benefit of those who are too much 
above the average to know it, we ought to explain 
that literally it means “ to-morrow” in Spanish. We 
also ought to add that manana in Spanish means in 
reality a great deal more than to-morrow means in 
English. In English “ to-morrow” means a definite 
space of time that begins when the clock strikes midnight 
next time and ceases twenty-four hours later. In 
Spanish ‘‘ manana” does not in the least mean a definite 
date. It means something essentially vague and in- 
definite. In some instances it may mean “in a few 
weeks’ time,’ but those concerned may consider them- 
selves lucky even if it means “in a few months’ time.” 
For not infrequently it means “in a few years’ time,” and 
sometimes it may even mean “ never.’’ Manana means 
something more than a vague indication of some future 
date. It is a state of mind and a philosophy of life. 
From the financial point of view it means the almost- 
indefinite postponement of meeting liabilities. The 
‘“manana policy’”’ is not exactly a default nor even a 
definite transfer moratorium. It is simply an indefinite 
delay in the payment. 

Before the crisis debtors, public and private, in a 
number of countries were already pursuing the manana 
policy. Those bankers and business men who had 
dealings with Latin America or the East had to discover 
at their expense that in those parts of the world time was 
no object, especially when it came to payment of liabilities. 
In some of the Latin American States there are so many 
bank holidays that almost every day of the year is 
either a bank holiday or the eve of a bank holiday or the 
morning after the night before. Neither these days, nor 
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even those immediately before or after them, are suitable 
for making payment; hence the interminable delays. 

Since the crisis the manana cult has made innumer- 
able new converts. Indeed, it has developed into a 
recognised system that has come to be known under the 
name of ‘‘ manana standard.’”’ By manana standard we 
mean a monetary system under which the currency of the 
country is maintained at a certain level by means of 
indefinitely postponing external liabilities. So long as 
foreign exchange is not provided for such payments it is 
comparatively easy for the Central Banks of the countries 
concerned to maintain the stability of their currencies. 
The difference between this system and the “gold 
insolvency standard ’”’ is that in the case of the latter 
there is some definite transfer moratorium or suspension 
of debt payment, while in the case of the “‘ manana 
standard’ there is nothing so definite and clear-cut. 
The situation is left pleasantly vague. The debtor does 
not refuse to pay but he has to wait his turn to be allotted 
the amount of foreign exchange. 

It is only natural that Spain should be among the 
first countries to adopt the manana standard. For 
several years the peseta has been maintained fixed in 
relation to the French franc, so that Spain claims to be 
an outside member of the Gold Bloc. While Germany 
maintains the stability of the reichmark by partial 
default through transfer moratorium on her external 
debts, there is no trace of any such arrangement in 
Spain. Indeed, the proud Spaniard would be most 
indignant if anybody suggested that his country had 
defaulted. Payment continues to be made on foreign 
liabilities even if it is after considerable delay and even 
if this delay tends to be longer and longer. The Spanish 
importers have to wait patiently until the Bank of 
Spain chooses to allot the exchange authorised six, 
seven, eight or more months earlier. The British 
exporter has also to wait. The fact that the Bank of 
Spain possesses some {£82,000,000 worth of gold and 
silver, so that there is no need for it to await the influx of 
foreign exchange before allotting exchange to importers, 
makes no difference to its policy. Although Spain has 
benefited to a very large extent by the economic sanctions, 
her fruit trade having captured the markets of the 
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Italian fruit trade, conditions have become distinctly 
worse during the last few weeks. The delays tend to be 
longer and longer. 

It is hardly necessary to say that British exporters are 
the chief victims of this system. Other countries are in 
a position to negotiate payment agreements with Spain 
on the basis of reciprocity. In the case of Great Britain, 
however, the Spanish Government is well aware that 
there is no need to fear any retaliation. Although free 
trade was abandoned in 1931, as far as international 
transfers are concerned the British official mentality is 
still essentially free trade. Just as it was hoped prior to 
1931 that by remaining free traders long enough this 
country could convert the world in favour of free trade, 
it is now hoped in official quarters that by remaining on 
a free transfer basis this country can induce the rest of 
the world to abandon all exchange restrictions. Foreign 
Governments are well aware of this attitude and they 
know that they can well afford to victimise British 
exporters and creditors without the risk of retaliation. 
Thus, although Spain sells about twice as much to this 
country as she buys from it, she collects the cash for her 
exports and keeps on postponing payment for her imports. 
The free sterling collected for her exports is not available 
tor meeting British claims but is used for other purposes. 
Nor is Spain the only country which adopts this attitude. 

It would be very easy to compel the countries on the 
manana standard to treat British interests with more 
consideration. To prove this it is sufficient to quote one 
example. In June, 1934, when Germany threatened 
complete default on all her commercial and financial 
liabilities, the Government introduced legislation for the 
establishment of exchange clearing. The Debts Clearing 
Offices Act was passed unopposed in both Houses, and 
this gesture on the part of Government and Parliament 
frichtened Germany sufficiently to agree immediately 
to the resumption of the service of the Dawes and Young 
Loans to holders in this country, and subsequently all 
commercial arrears were gradually cleared up. This 
example shows what results a little display of firmness 
can produce. 

Since, notwithstanding the flagrant defaults on com- 
mercial debts by a number of countries, the Government 
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has not so far made use of the Debts Clearing Offices 
Act, foreign Governments are now convinced that this 
country can be victimised with impunity, and that 
they will be in a position to continue for ever to obtain 
free exchange for their exports to Great Britain while 
leaving the claims of British exporters to their countries 
unpaid. 

It is most unfortunate that when, for political con- 
siderations, the Government established compulsory 
exchange clearing against Italy, it did its utmost to 
disguise the real nature of the arrangement so as not to 
create a precedent which might encourage exporters to 
demand clearing in relation to other countries. The 
arrangement was not based on the Debts Clearing Offices 
Act, and instead of establishing a clearing office for the 
administration of the Anglo-Italian clearing a Controller 
of Anglo-Italian Debts was appointed for that purpose. 
Thus, the Government has done its best to make it 
plain to defaulting foreign countries that they need not 
worry, for the Italian clearing was established under 
entirely special circumstances and will not be followed by 
any other clearing arrangements. The beneficial effect 
that might otherwise have been produced by the fear 
that the establishment of clearing with Italy would be 
followed by other clearing arrangements has thus been 
deliberately sacrificed. 

It is idle for British exporters to expect better treat- 
ment from their debtors unless and until the Government 
proves that it is prepared to use the Debts Clearing 
Offices Act. If exchange clearing is arranged under 
that Act in relation to one country only, the other 
defaulters will hasten to come to terms with their British 
creditors in the same way as Germany did. 


Bankers and the Law 


By our Legal Correspondent 
af pi case of North and South Insurance Corporation, 
Limited v. National Provincial Bank, Limited, 
decided in November last in the High Court of 
Justice, involved the standing of a cheque form drawn 
“Pay Cash... or Order.’”’ Secondly, it was interesting 
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as another indication of a well-known slogan where 
cheques are concerned in a liquidation—‘ if you can’t 
hit anyone else, have a shot at the bank.” The plaintiff 
company being in difficulties made arrangements with 
another corporation to raise further capital for it. A Mr. 
Black became chairman of both Boards and the relieving 
corporation placed others of their directors on the Board 
of the plaintiff company. But before anything effective 
could be done the Board of Trade petitioned for the 
winding-up of the plaintiff company. Just after this 
petition the plaintiff company transferred from their 
account at the defendant Bank {250 by means of a 
cheque form in which the “ payee”’ appeared as “‘ Cash 
or Order.”’ This was handed to Mr. Black and passed 
through his account at Lloyds Bank to the relieving 
Corporation. Within a month the compulsory order for 
the winding-up of the plaintiff company was made. In 
these circumstances the liquidator of the plaintiff com- 
pany attempted to recover the £250 from the Corporation 
under section 173 of the Companies Act, 1929, which enacts 
that “‘in a winding-up by the Court any disposition of 
the property of the Company, including things in action 

. made after the commencement of the winding-up 
shall, unless the Court otherwise orders, be void.’ As 
the transfer of the £250 to the Corporation was after the 
commencement of the winding-up (i.e. after the date of 
the petition for a compulsory order) it appears to be 
within that section. But in the meantime the corporation 
had also gone into liquidation and as nothing was re- 
coverable from them the liquidators of the plaintiff 
company could not benefit the liquidation by virtue of 
Section 173. Then came the question—what about the 
plaintiff company’s bank—the defendant bank? Could 
they, having transferred the company’s funds to the 
extent of £250 upon the “‘cheque”’ presented by Mr. 
Black’s bank, be made liable ? 

The plaintiff company (per the liquidator) in their 
action against the defendant bank did not rely on Section 
173, but «n the form of the cheque said that the bank 
was not justified, in transferring the plaintiff company’s 
funds. 

Counsel for the plaintiff contended (1) that the 
defendant bank had no authority to debit them with the 








eaietiah une tae a 








in 


he 


he 
[r. 


sir 
on 


y’s 


he 
he 





BANKERS AND THE LAW 29 


amount of the cheque because the cheque was not indorsed, 
and that the true meaning of a cheque drawn in the 
form ‘‘ Pay Cash or Order’”’ was “ pay cash to me or my 
order ’’ in which case indorsement was necessary; (2) 
that it could not be treated as a cheque payable to a 
fictitious payee and therefore, under Section 7 (3) of the 
Bills of Exchange Act, 1882, was a cheque payable to 
bearer and (3) that it might be that as there was no 
specified payee the cheque might not be a bill of exchange 
at all, and in such a case in the absence of proof of a 
banking custom to the contrary the defendant bank 
would not be entitled to deal with it at all. For the bank 
it was contended that a bill drawn to ‘“‘ —————— or 
order ’’ would be a bill payable to a non-existent person, 
and should be read as pay “ anybody or order,” that 
is to say, pay bearer. “‘ Cash or order ”’ was equivalent 
to ‘‘ pay cash to anybody who presented it, or, if he 
wanted it paid into an account, make him indorse it.”’ 
The word “ cash”’ was equal to a blank, for “cash” 
could never be a named payee. But if, on the other hand, 
it was said that a bill which had no named payee was 
not a bill of exchange at all, it still might be effectual as a 
mandate to somebody to pay money and a banker might 
be obliged to honour it. In any event, the “‘ cheque ”’ in 
this form, whether a negotiable instrument or not, obliged 
the bankers to pay it and the plaintiff company intended 
them to do so and never questioned the transaction until 
long after through the liquidator. 

Upon these contentions Mr. Justice Branson had to 
pronounce judgment. 

His lordship first held that the document was not a 
“cheque’”’ at all for it did not satisfy the definition 
of a bill of exchange. He continued: Cash was not a 
payee, and the document was not drawn to pay any 
person at all. It was not payable either to a specified 
person or to bearer, and it therefore failed to satisfy 
section 7 of the Act and was not a bill of exchange. He 
was then driven to look at the words of the document 
and give them the construction which the parties appar- 
ently intended. Where a document was partly written 
and partly printed, if the printed and written parts were 
not consistent with one another the printed part must 
be rejected in favour of the written part (Glynn v. 
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Margetson [1893] A.C. 351). Here the written word 
“cash ’’ was impersonal; “‘ cash ” could not indorse, and 
as it stood the document had no sensible meaning. The 
result was that there was simply a direction to pay cash 
to some impersonal account which could not indorse, 
and he must neglect the words “ or order”’ and treat 
the document as a good direction to pay bearer. It was 
not a bill of exchange, but was simply an order to pay 
money to bearer. 

He concluded his judgment by some pointed words : 
‘Even if it could be said that the document did not 
contain a sufficiently clear mandate to justify the bank 
acting on it, it was clear that in fact the plaintiffs had 
wished the bank to pay the money, and the bank had 
obeyed their directions and had paid the money to the 
person whom the plaintiffs desired to have it. In those 
circumstances it would be a blot on our judicial system 
if the plaintiffs could now recover from the bank.” 

At first sight it appeared difficult to support the 
bank’s paying on such a document on purely technical 
grounds. But by applying first principles and sound 
common sense the learned judge, it cannot be doubted, 
did plain justice. Nevertheless the case is an interesting 
example of the way in which bankers frequently ignore 
technicalities in documents purporting to be cheques. 
The case of course recalls the familiar forms Pay ‘‘ Wages 
or Order” or “ Petty Cash or Order” which bankers 
treat as bearer cheques. In most cases the man at the 
counter probably knows the servant or clerk presenting 
the cheque for payment and business runs smoothly 
enough. Yet such forms are open to the same objection 
as that sustained by Mr. Justice Branson. They are not 
true cheques at all. But if the learned judge is right 
they can be treated none the less as a mandate to pay 
the bearer. It would be interesting to speculate upon 
the position had the facts been a little different and the 
bank had paid upon such a mandate to a person not 
really entitled to take the money and had transferred 
funds of the customer to a person other than the one 
intended to take the money. Whether in such a state 
of facts the Courts would apply the interpretation upon 
which Mr. Justice Branson acted it may respectfully be 
doubted. In that particular case the money did fall 
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into the hands intended by the customer to receive it 
and the customer raised no objection from December, 
1933 when the plaintiff's account was debited with the 
amount until February, 1935, when the liquidator evolved 
this attempt to attack the debit asin law wrong. Relying 
on a usual practice supported by Mr. Justice Branson’s 
decision bankers will probably not see fit to make any 
change in procedure. At the same time it is a matter of 
some curiosity to inquire why customers in such cases 
make the addition “or order’’ and why they are not 
trained enough to convert them into “ bearer ’’ documents 
which would eliminate all question. 

Some discussion lately has been indulged in as to the 
position of a bank taking a guarantee from a married 
woman on behalf of her husband ’s affairs. It would appear 
that the recent case of MacKenzie v. Royal Bank of 
Canada (1934 A.C. 468) has not been completely under- 
stood as to its relevance to practice in England. It is 
clear that the case in question was decided on general 
principles of contract applicable in Canada no less than in 
England and it is interesting to make it clear: (1) in 
view of some text-book statements on the point of a 
wife having independent advice; (2) on the point as to 
the effect of even an innocent misrepresentation inducing 
the giving of a guarantee. Both matters ought clearly to 
have been in the minds of bankers. The Canadian case 
involved both points and, properly understood, indicates 
the real principles applicable. As to the first point—a 
wife being independently advised—prudent practice goes 
a little beyond strict law. A wife is not one of the 
‘““protected’’ persons such as “expectant heirs,”’ 
‘““minors”’ and “children’’ under tutelage. At the 
same time the Law Courts have frequently looked a little 
tenderly on a married woman being guarantor for her 
husband. Not being in the “ protected”’ classes she has 
to prove undue influence often associated with the absence 
of independent advice. And probably it is easier for a 
wife to satisfy a Court of undue influence which it is 
upon her to prove than those contracting parties who are 
‘at large.”” Hence as a measure of precaution a wise 
banker taking a guarantee from a wife for a husband, 
especially if accompanied by securities, sees that she 
understands what she is doing and that she is acting 
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under independent advice. She is not presumed to be 
under undue influence of the husband, but it is advisable 
to take precautions lest she should afterwards attempt 
to prove it. In this Canadian case there was no attempt 
to prove—apart from presumption—undue influence on 
the part of the husband and the Privy Council did not 
interfere on that account. This case has laid down no 
new law on the point. 

When, however, we come to the second point noted 
above we have a warning of very wide effect, given us 
by the Canadian case above cited. In general terms 
the facts of the case can be stated. The wife brought an 
action against the defendant bank to recover certain 
shares which she had hypothecated to the bank as 
security for advances made or to be made to a company 
in which her husband was the principal shareholder. 
She alleged (besides undue influence) misrepresentation 
which had induced her to give the security and to sign 
the common form bank guarantee which accompanied it. 
She asked the return of the shares and the cancellation 
of the guarantee. The nature of the misrepresentation 
alleged can be thus described. She had previously pledged 
some shares with the bank and they had in effect been 
released in the course of time. But as a reconstruction 
of the old company on the formation of a new one which 
was to be again financed by the bank it was suggested she 
should execute a fresh hypothecation and guarantee. 
She was assured both by the bank manager and her 
husband that her shares were still bound to the bank, that 
' they were gone anyway, but that she had a chance of 
getting them back if she signed the new documents of 
hypothecation and guarantee. It is true that after she 
had signed these documents she was invited to consult a 
solicitor who was asked to state that he had given her 
‘independent advice.”’ That solicitor never had done so 
and he was not called at the trial of the action. 

In these circumstances Lord Atkin delivering the 
opinion of the Privy Council Judicial Committee said as 


follows :— 


A contract of guarantee, like any other contract, is liable 
to be avoided if induced by material misrepresentation of an 
existing fact, even if made innocently. In this case it is un- 
necessary to decide whether contracts of guarantee belong to 
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the special class where, even at common law, such an innocent 
misrepresentation would afford a defence to an action on the 
contract. The evidence conclusively establishes a misrepre- 
sentation by the bank that the plaintiff’s shares were still bound 
to the bank with the necessary inference, whether expressed 
or not, and their Lordships accept the plaintiff's evidence that 
it was expressed, that the shares were already lost, and that the 
guarantee of the new company offered the only means of salving 
them. It does not seem to admit of doubt that such a repre- 
sentation made as to the plaintiff's private rights and depending 
upon transactions in bankruptcy, of the full nature of which 
she had not been informed, was a representation of fact. That 
it was material is beyond discussion. It consequently follows 
that the plaintiff was at all times, on ascertaining the true 
position, entitled to avoid the contract and recover her securities. 
There were subsequent renewals of the guarantee before the 
plaintiff was advised of the true facts, but counsel for the bank 
very properly conceded that they would be in the same position 
as the original guarantee. There is no difficulty as to restitutio 
in integrum. The mere fact that the party making the repre- 
sentation has treated the contract as binding and has acted on it 
does not preclude relief. Nor can it be said that the plaintiff 
received anything under the contract which she is unable to 
restore. 


As a result of this decision the bank had to yield up 
to Mrs. MacKenzie her shares and repay to her the divi- 
dends received on them. 

In order to avoid any misconceptions it is well to 
add a few comments as to the application of the principle, 
for in discussing this case it is easy for those who are not 
lawyers to run into error as to a banker’s position as 
regards a proposed guarantor, whether wife or outsider. 
First, be it noted that any misrepresentation by the 
guaranteed person to his proposed guarantor, if mot 
brought to the notice of the banker and expressly or 
implicitly participated in by the banker would not avoid 
the contract however material such a misrepresentation 
might be. The contract of guarantee is between banker 
and the guarantor. In the case cited one of the parties— 
the banker—himself was party to the misrepresentation 
inducing the contract. Secondly, it is not really necessary 
for a banker to make any representation at all or to give 
the guarantor any information. A guarantee is not a 
contract ‘‘ uberrimae fider’’ and where a guarantor is 
proferred a banker is not bound to disclose anything of 
his customer’s affairs or volunteer any other information 
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that might affect the guarantor. But if he does choose 
to make any representation or disclosure it must be truly 
stated, and in answering any questions put by the guaran- 
tor the banker has to be careful not to mislead him as to 
any material particular by evasive or analogous answers 
that might mislead. We should imagine that not infre- 
quently a guarantor may make inquiries. The safest 
way is for the banker to refer the guarantor to the person 
presenting him as guarantor for any information as to 
the position unless he has the express permission of 
his customer to give such information. It might be that 
the mere proffering of a person as guarantor would be 
held by the Court as an implied assent by the customer 
that would justify disclosing information of the customer’s 
affairs so as to avoid any risk of the customer afterwards 
complaining. But it is safer to do as suggested above. 
In practice bankers are, of course, careful in this kind of 
transaction. The principle explained in the case of 
MacKenzie, however, can apply only when the banker has 
himself misied or been a party to misleading the 
guarantor as to some material existing fact. 


The Gold Clause 
The Latest Decision 


By our Legal Correspondent 
T is interesting to record the latest of the ‘“ Gold 
Clause ’’ cases decided in the Courts which emphasises 
what we have had to point out in dealing with the 
previous decisions; that is to say, each case must turn 
upon the construction and interpretation of the particular 
form of bond. In the case of Feist v. Société Inter- 
communale Belge d’Eléctricité, the House of Lords, 
reversing the Courts below, held to a common-sense 
interpretation of the intention of the ‘‘ Gold Clause ”’; 
but in that case it was held that the terms of the bond 
showed an intention to give full effect to the clause as a 
measure of value and not as a mere mode of payment. 
The latest case on a differently-worded bond has decreed 
the contrary, and finding the mode of payment by gold 
illegal, has acted accordingly. 
In this latest case Mr. Justice Branson had to deter- 
mine the construction of a gold bond issued in the name 
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of the King to subjects of another State and in terms 
differing, as he held, materially from the bond in the 
Feist case. In form the right of action was by Petition of 
Right to the King. The suppliant was holder of a bond 
dated February 1, 1917, styled a Twenty Year Five-and- 
a-Half per Cent. Coupon Gold Bond, issued by the 
Government of the United Kingdom, signed by Basil 
Blackett as agent for that Government. By the bond the 
British Government, for value received, promised to pay 
to the bearer or, if the bond was registered, to the regis- 
tered holder thereof the sum of $1,000 on February 1, 
1937, and to pay interest on such principal sum at the 
rate of 5} per cent. per annum semi-annually on August I 
and February I in each year, until the principal sum 
should be paid, on surrender of the coupons for such 
interest as they matured. 

It was further provided by the bond that the principal 
and interest would be paid at the option of the holder 
either in New York, at an office which would be main- 
tained there for the service of the bonds, in gold coin of 
the United States of America on the standard of weight 
and fineness existing on February I, 1917, or in the City 
of London in sterling money at the fixed rate of $4-864 
to the pound, and that payment at either place would be 
made without deduction from either principal or interest 
for any British taxes present or future. 

By each of the interest coupons the British Govern- 
ment promised to pay to the bearer, on the respective 
half-yearly dates therein specified, in the City of New 
York $27-50 in gold coin of the United States, or, at the 
option of the holder, in London in sterling money at the 
fixed rate of $4-86} to the pound, being six months’ 
interest on the bond. 

The learned judge first decided that the bond was to 
be construed according to English law on the ground 
that it was a bond of a Sovereign State with subjects of 
another State and, in the absence of any stipulation to 
the contrary, was to be interpreted by the law of the 
Sovereign, i.e. by English law. So interpreting it, 
however, he felt impelled to regard the state of the law 
in the United States as indicating the intention of the 
parties since that law was based on the customary usage 
of the gold clause as understood in the United States. 

The next question was whether, construed according 
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to English law, the expression in the bond to pay in gold 
coin of the United States of the standard of weight and 
fineness existing on February I, 1917, should be treated 
as fixing the mode of payment oc the amount named in the 
bond, or as laying down a measure of the obligation 
created by the bond. The suppliant contended that 
this question had already been answered in his favour in 
Feist v. Société Intercommunale Belge d’Eléctricité (50 The 
Times L.R. 143; [1934] A.C. 161). The Crown, on the 
other hand, argued that Feist’s case (supra) was distin- 
guishable because of difference in the language of the 
bond in that case and in the present case, and because of 
differences in the circumstances under which the two 
bonds were issued. 

The learned judge discussed the terms of the bond 
and the evidence. Adopting the judgment as reported 
in The Times, it seems that the judge was satisfied on 
the evidence that the gold clause relating to payment in 
New York was inserted not with any special reference to 
the possibility of the United States going off the gold 
standard. It was a customary clause in use in similar 
contracts in the United States for many years, the 
practical operation of which was fully understood. He 
concluded, therefore, that the obligation of the bond was 
to pay in the United States in gold coin of that country 
equal in weight and fineness to that which was legal 
tender in February, 1917, and, where the sum was too 
small to be paid, then in silver or nickel coins of legal 
tender there. 

The judgment continued :—The provisions relating 
to payment in London were open to no doubt. The 
principal and interest were to be paid at the fixed rate of 
$4864 to the pound, without any reference to gold coin 
at all. He could not think that the parties could ever 
have intended that the fixed rate of exchange should be 
applied to anything but the nominal amount of the bond. 
If the provisions as to payment in the United States had 
the meaning contended for by the suppliant they must 
have been intended to guard against depreciation of the 
dollar, and it would be strange if a depreciation of the 
dollar should lead to the obligee having to pay more 
sterling when sterling might not have depreciated at all. 
The next question was what, if any, were the remedies 
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of the suppliant. The first point was whether it would 
be practically possible, in view of the Resolution of 
Congress, for the agents of the British Government to 
make payment in the United States according to the 
terms of the bond, and the answer to that was not in 
dispute—it would not be possible. The requisite gold 
coins were not in existence. All such gold coins had been 
called in and converted into gold bars, and similar gold 
coins were no longer minted. 

Did that impossibility discharge the obligation accord- 
ing to the law of this country? The law was stated in 
Sota y Aznar v. Rallt Brothers (36 The Times L.R. 456; 
[1920] 2 K.B., at p. 291). The recent legislation in the 
United States had made it illegal as well as impossible 
in practice for the British Government, through its agent 
in New York, to pay according to the terms of the bond, 
unless it could be held inapplicable to persons acting in 
the United States on behalf of a foreign Sovereign and to 
persons in the United States accepting payment from 
such persons. He held that the case fell within the 
decision in Sota y Aznar v. Rallt Brothers (supra), and 
that the obligation to pay in New York was discharged. 

Suppose that the British Government possessed a 
sufficient number of gold coins current in the United 
States in 1917 to discharge these bonds and were to pay 
them out in New York, the recipients would be doing an 
illegal act in accepting them. The suppliant did not 
really contend that payment in gold would be legally 
possible. What was contended was that the bond should 
be construed as an obligation to pay in currency an 
amount calculated to represent the amount of gold which 
the specified gold coin would have contained, and that 
there would be nothing unlawful in doing that. But he 
(his Lordship) had already held that the obligation of the 
bond was not to be so construed. 

The result was that so much of the bond as related to 
payment in gold coin in New York had become void, 
while the obligation to pay in London at the fixed rate 
of exchange calculated on the nominal amount of the 
bond remained of full force and effect. The petition 
was therefore dismissed. 
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Industrial Planning and Costs 
By C. Ralph Curtis 


N an article which appeared in the July number of 
j THE BANKER, I suggested that a study of the 
technique of scientific management would be of 
immense interest and advantage to bank officers in that 
it could, perhaps, provide the key to a new method of 
assessing the credit-worthiness of a bank’s clients. 

The need for some such new method has apparently 
struck many other bank officers, and I have been asked 
to go into the matter more fully and to give more details 
as to this new technique which has been developed during 
the past few years. 

If we are to take the operations of a manufacturing 
firm in their proper sequence, we must start with the 
problem of market research. Some months before a new 
production programme is to start, the statisticians of the 
firm should be engaged in market research in order to 
estimate, as far as possible, the possible trend of demand 
for their particular commodity during the next twelve 
months or so. I would emphasise that market research is 
no longer a question of intelligent guesswork. The 
science of statistics has progressed so far of recent years 
that it should be possible for statisticians, who know their 
job, to estimate with some degree of certainty the probable 
demand—either national demand or world demand—for 
a certain commodity. Such estimates have necessarily 
to be based upon a given cost of production and have to 
take into consideration both economic and _ political 
factors which may affect the demand. They can obviously 
not provide against unexpected movements, which in 
these days are unfortunately more frequent than we 
should like. When the world or national demand, as the 
case may be, has been estimated (and it is amazing how 
accurate some of the market research estimates have 
been of recent years) it is a comparatively easy matter 
to divide it up amongst the competing firms and so 
arrive at a normal or minimum production figure for the 
firm in question. 

As soon as that figure has been estimated and adopted, 
the question of budgetary control comes into the picture. 




















RR ARTE 








of 
he 
of 
at 
of 


ly 
ed 
ils 
ng 
ng 


he 
Ww 





| 


INDUSTRIAL PLANNING 39 


Budgetary control is a flower of comparatively recent 
growth in this country, although it has existed for some 
time in the United States. It may be said to be a psycho- 
logical rather than a mechanical idea. That is to say, 
its planning and running depends upon the co-operation 
and foresight of every responsible member of a firm’s 
staff, and unlike machine accounting, it increases rather 
than diminishes the human element. 

The basis of a budget control system is that all the 
activities of the firm have to be concentrated upon the 
one end to be obtained—the production and sale with 
regard to the product in question, of that quantity of 
goods which has been estimated in the preliminary market 
research report. This may seem at first sight an easy 
matter and one not worth all this question of “ scientific 
management ’’; but in actual fact it is not so easy as 
it sounds. In the first place every expense of the firm 
has to be split up, estimated in advance and put under 
the control of one officer. The basis of the master budget 
must be the budget of every individual department. 
This involves a complete analysis of ‘“ oncost,” that 
bugbear of most manufacturing firms. When these 
overhead costs are split up, analysed, examined and 
departmentalised, it is astonishing how many small 
items of expenditure are found which seem to have 
“no home” in that no one officer is responsible for 
them. Many small overheads are automatically eliminated 
or at least reduced, when it becomes the job of one man 
to control them. On the manufacturing side, the plant 
necessary to manufacture the indicated production has 
to be planned and laid down in advance and costs 
estimated accurately over the period under review. 
This, again, involves the planning of a smooth running 
of the process of production over the whole period, as 
spasmodic production, involving overtime at some 
periods and idle hands at others, will at once increase 
the costs over the whole period. The provision of raw 
materials, the cost of skilled labour, the provision of 
power, the co-ordination of the various processes so that 
the whole moves smoothly, all these have to be planned 
and estimated in advance on a money basis. The smooth 
running of the productive process involves an equally 
well-planned selling campaign—the accumulation of 
d2 
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stock due to faulty selling will again pile up costs—and 
the cost of the selling will have also to be estimated and 
budgeted for. 

When all these departmental budgets have been com- 
piled, then a master budget is prepared for the firm. It 
is here that the psychological factor enters intothe scheme. 
Such a master budget can only be compiled and run with 
the active assistance and goodwill of all departmental 
heads. In order to fit into the general scheme, it may 
be that a certain departmental budget will have to be 
altered, but the final master budget must be clear to all 
members of the staff. They must know their exact part in 
the process, and must co-operate willingly to that end. 

From the point of view of the bankers, the financial 
part of the budget is perhaps the most important. 
Having estimated the demand and arranged in theory 
for its production and sale, and having estimated its cost 
over the period under review, the next thing is to see if 
the plan can be carried through financially. In other 
words, having co-ordinated the physical and psychological 
factors of the firm to the end decided upon, it is now 
necessary to control the financial end of the question. 
What are the firm’s liquid resources? What credit is 
available? It is obviously stupid to budget for a certain 
production if the firm’s resources are inadequate to finance 
it. Raw materials have to be purchased, wages paid, 
stock accumulated, plant laid down, all these costing 
money, and the first question to be asked is “‘ are the 
firm’s liquid resources sufficient to enable it to finance 
this expenditure until such time as cash begins to come 
in as the result of sales?’ The sales campaign has also 
been planned, the cash receipts can therefore be estimated 
for, and allowances made for credit required. If the 
firm’s resources are themselves inadequate for the plan 
in question, is credit available? if so, how long will the 
credit be required? and what will it cost? and finally, 
has the cost been included in the preliminary estimate of 
the costs of production? This last is of immense impor- 
tance, as increased costs, after the process has been 
commenced, may be catastrophic. Margins of profit 
are always finely cut to-day and any price increase may 
call into operation that phenomenon which economists 
call the “ elasticity of demand.” 
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Supposing that all these matters have been carefully 
considered and the whole scheme and budget adopted, 
the firm can then go ahead with the plan. 

As far, however, as budgetary control is concerned, 
the matter has now only just begun. The budget is 
there, it is now necessary to organise the control. It is 
obviously useless for a firm to prepare an elaborate 
budget unless at the same time an organisation is created 
to see that the budget is carried out. To this end 
statistics are essential. Monthly and even weekly figures 
are necessary from all departments to see that the budget 
is being strictly adhered to. This again will probably 
involve an increase in the amount of office work, and 
with it the provision of increased office staff, whose salaries 
should also have been estimated in advance and allowed 
for in the budget. 

It will most probably be found, however, that such 
an increase in staff will not be necessary if the office is 
rationalised and modernised. So many firms regard 
their office staff as a necessary evil rather than as a part 
of the productive process. It will be essential, therefore, 
if any firm is endeavouring to introduce modern budgetary 
methods, for their office organisation to be overhauled 
and modernised, the best office machinery and equipment 
being introduced, all being co-ordinated into a system 
whose aim is to support the plan agreed on. 

I have already said that one matter which has to be 
considered in advance is the question as to when the 
cash will begin to come in from the sales. Any estimates 
which are made in this connection are dependent upon 
the accuracy of the book-keeping system and the methods 
which are adopted in the office to expedite the sending 
out of accounts and the following up of overdue payments. 
To this end there are dozens of machines and systems 
available, and it is impossible to say that any one of 
these is any better than any other. Burroughs, National 
Cash Register, Underwood Elliot Fisher, Powers, 
Hollerith, Remington and Mercedes, all provide machines 
with different capacities and different possibilities. The 
question as to which machine or system ought to be 
introduced depends entirely upon the job to be done, 
and the bank officer who has a rudimentary knowledge 
of the machines can easily see if the job has the appear- 
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ance of being done well and smoothly or not. A more 
expert knowledge may, however, enable him to suggest 
improvements which will add to the efficiency and may 
possibly lessen the costs. 

I have said that the compilation of the budget depends 
upon the acceptance of an agreed figure as a production 
quota, and that this figure is usually arrived at after 
a preliminary amount of market research. Events may, 
however, occur which can upset this figure. The political 
and economic horizon might brighten, economic nation- 
alism might wane and new markets open for the product 
under review. Should this occur, it will be necessary, 
unless the firm is to lag behind, for production to be 
speeded up and for a fresh or at least more extended 
sales campaign to be organised. It is under such circum- 
stances that the clients are most likely to come to the 
bank for assistance and it will be a good test as to the 
efficiency of a budgetary plan, to see how it will react 
under such an occurrence. 

It is obvious in the first place that many items of the 
budget will have to be reviewed, and a revision of this 
nature might well cause such a dislocation in the system 
that costs per unit would be increased. In order to avoid 
this it is necessary that such budgets should be flexible. 
That is to say, they should be able to permit of an expan- 
sion without interfering with efficiency. It should be 
easy enough to prepare in advance and to agree on 
a schedule whereby an increase of so much per cent. in 
the demand will entail extra staff in this or that depart- 
ment and will involve this or that cost for credit, raw 
materials or new plant. 

If this is done in a general way in advance, it is 
possible for the budget to work smoothly and _ har- 
moniously is spite of alterations in the agreed productive 
quota. 

The efficiency of a budgetary system depends on the 
closeness to which it is kept in actual fact, and I propose, 
therefore, in a further article, to discuss those methods, 
such as sales statistics, costing, stock control, etc., 
which are essential if the budget is to be adhered to. 
The “ budget ”’ is useless without the “ control,’’ and it is 
with this that I shall deal in the next article. 
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Obituary 
M. Emile Franqui 


The death of Emile Franqui means more than the 
passing of a great public figure, the end of a meteoric 
career. It signifies the disappearance of an epoch, full 
of heroism, limitless ambition and acquisitiveness : the 
epoch of capitalist Imperialism. Belgium entered the 
competition for colonial outlets very late, solely as a 
result of the vision of Leopold II. It was in the exploits 
of that versatile monarch that Franqui won his spurs. 
Born in 1863, he entered the military school and became 
sub-lieutenant in 1883. Two years later he entered the 
service of the International African Association. His 
rise was rapid; soon district commissioner, then charged 
with important semi-diplomatic missions, he later parti- 
cipated in and commanded the Katanga exploration 
expedition which secured that important district for 
the Congo State. In 1893 governor of the Nile Territory, 
he made his name as organiser. At the King’s command 
—who had perceived his qualities as negotiator—he left 
the service of the Congo State and as a member of the 
Belgian Foreign Office, was employed by Leopold in his 
further plans of expansion. His success in this new 
capacity was equally quick. He obtained numerous 
important concessions in China. 

In 1900 he returned to Belgium and was put in charge 
of the Far-Eastern Corporation, which Leopold estab- 
lished. Further concessions were obtained and numerous 
companies founded. Then he left government service 
altogether, and became the Director and later Governor 
and Chairman of the most important Belgian Bank, the 
Société Générale de Belgique, and other great companies. 
During the war he helped to organise the relief of the 
population, and, not unlike some of the American super- 
capitalists, became more and more interested in philan- 
thropy and science. 

He was the Belgian chief expert on all the innumerable 
economic and monetary conferences which attempted to 
restore order in Europe after the war. In 1931 he 
elaborated a plan for establishing a vast organisation 
charged with long-term capital movements. He was a 
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member of the Government which restored the stability 
of the Belgian currency in 1926 and was again called into 
the Cabinet in 1934. This last time he was not so 
successful. He was clinging to the old views. But 
the attempt to hold the franc failed and a new generation 
with new ideas took charge. The Abyssinian conflict 
in the midst of which he died will, let us hope, mark the 
beginning of the victory of these new ideas in the inter- 
national and colonial field. 


Appointments and Retirements 


Bank of Scotland. 

Mr. David Duncan, Assistant Manager at the City 
Office of the Bank of Scotland, has retired on pension 
after forty-eight years of service. He has held the position 
of Assistant Manager for sixteen years. He retires to the 
great regret of his many friends in the City and at home 
and abroad, whose good wishes go with him. 

Mr. Duncan is succeeded by Mr. Alexander Ballinghall, 
one of the Assistant Superintendents at the Head Office 
of the Bank in Edinburgh. 

British Overseas Banks’ Association. 

Mr. E. C. Macleod, London Manager of the Bank of 
Nova Scotia, has been elected Chairman of the Committee 
of the British Overseas Banks’ Association for the 
ensuing year. 

Mr. Macleod entered the Bank of Nova Scotia at the 
Winnipeg Branch in 1899. After service there and at 
offices of the Bank in various other places, including Saint 
John, N.B., and Halifax, N.S., he was appointed Manager 
of the Chatham, N.B., Branch in 1908. In 1910 he became 
Manager of the Peterborough, Ontario, Branch, and in 
1913 Manager of the Kingston, Jamaica, Branch. He 
came to England as London Manager in 1920, on the 
opening of the London Branch of the Bank. 


Mercantile Bank of India. 

Mr. James Steuart, Chief Manager of the Mercantile 
Bank of India, retired at the end of the year. His connec- 
tion with the Bank has not, however, been completely 
severed, as the directors have conferred on him the 
distinction of inviting him to join the Board of the Bank. 
Mr. Steuart’s career has extended over a period of 51 
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years, of which 46 years have been spent with the Mercan- 
tile Bank in the East and in London. His first position 
in the East was as an Assistant to the Colombo Office 
Staff in 1891. He rose rapidly in the service of the Bank, 
and after experience in several of the Eastern branches, 
he eventually became Manager of the Colombo Branch 
in 1901. He subsequently held the same position in 
Rangoon, Bombay, and Calcutta, before returning to the 
London office as London Manager 22 years ago. On the 
death of Mr. Mould in 1923, he assumed the duties of 
Chief Manager, a post he has held with conspicuous 
success, his cheerful disposition making him popular 
with every circle with which he came into contact. 

Mr. Steuart is succeeded by Mr. James Bain Crichton. 
Mr. Crichton commenced his banking career with the 
Bank of Scotland, Arbroath, in 1896. He joined the staff 
of the Mercantile Bank of India in Igor, and proceeded 
East in the following year. In 1913 he received his first 
management at Penang, and after a brief spell in Hong- 
kong he spent the war years in India as Manager of the 
Bombay Branch. Between 1918 and 1924 Bombay and 
Calcutta alternately claimed him, and in these two ports 
he played an important part in all matters relating to 
Banking and Exchange. Early in 1925 he returned to 
London as London Manager. His many friends, both at 
home and abroad, will join in congratulating him on this 
further well-merited advancement. 


The Midland Bank. 


The Board of Directors of the Midland Bank regret 
to announce that, for reasons of health, Mr. E. W. Woolley 
has felt compelled to tender his resignation of his office 
as a Director of the bank. Mr. Woolley entered the 
service of the institution (then the Birmingham and 
Midland Bank) in 1883 at the Head Office in Birmingham. 
At that time the late Sir Edward Holden was the 
Accountant of the bank, and Mr. Woolley continued to be 
closely associated with him over a period of 36 years, 
until the death of Sir Edward in 1919. At the age of 22 
Mr. Woolley was appointed Accountant at the Leeds 
Branch on the amalgamation with the Leeds and County 
Bank, Limited. Two years later, when by the absorption 
of the Central Bank of London, Limited, the Midland 
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Bank entered the London Bankers’ Clearing House 
and transferred its Head Office to London, Mr. Woolley 
took the position of Head Office Accountant. He held 
the post of Inspector of Branches from 1897 to Igor, 
when he was appointed Chief Inspector. He sub- 
sequently occupied in succession the positions of Chief 
Accountant and Assistant Manager at the Threadneedle 
Street Branch until in 1914 he became a Joint General 
Manager. This position he retained until 1920, when he 
was appointed a Joint Managing Director, from which 
position he resigned in 1929 while retaining his seat on 
the Board. Mr. Woolley has thus been associated with 
the Bank over a period of 52 years, during which time 
the number of offices has grown from five to over two 
thousand. 

The Directors of the Midland Bank announce that 
they have elected Sir Francis L’Estrange Joseph, K.B.E., 
J.P., D.L., to a seat at their Board. Sir Francis is 
President of the Federation of British Industries, a 
Director of the London, Midland and Scottish Railway, 
the Birmingham Railway Carriage and Wagon Co., Ltd., 
and the Stafford Coal and Iron Co. Heis also Chairman of 
A. and S. Henry & Co., and Fenton Collieries, Ltd., and 
Chairman and Managing Director of Settle, Speakman & 
Co., Ltd., the Bignall Hill Colliery Co., and the Mossfield 
Colliery, Ltd. 


British Overseas Banking 
By a Correspondent 


N reviewing the position of British Overseas Banking 
I it can be assumed that the past twelve months has 

been a period of sustained progress. The political 
and economic situations existing in the Dominions gener- 
ally have shown a continuance of the improvement seen 
in the previous year. The budgetary policies of the 
Cabinets of the self-governing territories of the British 
Commonwealth of Nations have been proved to be 
sound, and confidence which had been lacking has been 
restored to the financial and commercial communities. 
While it cannot be suggested that the economic condi- 
tions in the Dominions have as yet nearly approached 
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normality—as judged by pre-depression standards—they 
have, nevertheless, remained over a period of two years 
constant to a certain new standard of world prices and 
currency exchanges. How long that standard will exist 
no one can foretell, but given freedom from close contact 
with any international strife that may arise, there is 
every reason’ to encourage the anticipation of continued 
confidence and the resultant increase in trade. 

It has been found that the returns of the banks give 
a fairly accurate index of the rise and fall of business 
within the Dominions and Colonies, and it may be of 
interest again to show the fluctuations in the combined 
assets and cash deposits of a group of some of the more 
important banks carrying on their main business over- 
seas. The combined figures of the thirty banks which 
comprise the membership of the British Overseas Banks 
Association has been taken as a basis for comparison. 

From the published balance sheets of these institutions 
the following figures are disclosed :— 


Total Assets. Cash Deposits. 











Year 1929-30 


£1,648,777,000 


£1,268,347,000 


1930-31 £1,575:942,000 £1,217,439,000 
1931-32 £1,483,064,000 £1,197,789,000 
1932-33 £1,592,017,000 £1,227,557,000 
1933-34 £1,606,991,000 £1,255,402,000 
1934-35 £1,576,286,000 £1,216,348,000 


Some of the more important features in the financial 
and commercial conditions in the Dominions during the 
past twelve months are now recorded. 

Australia and New Zealand.—In Australia during the 
last twelve months, the banking situation has been 
characterised by a continued and widespread improve- 
ment of conditions, resulting from a number of favourable 
factors. Not the least of these is the steady restoration 
of the national finances. The Commonwealth Budget 
itself already reflects a surplus, while the Premier’s Plan 
has considerably reduced the annual deficits on the 
States Budgets and has brought them nearer to equili- 
brium. The policy of loan conversion has been pursued 
assiduously so that in all, more than {160,000,000 of 
debt has had the burden of interest reduced from rather 
more than 5 per cent. to less than 3? per cent. In 
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addition, steps have been taken to fund the States deficits 
from the proceeds of internal loans. 

Rather less satisfactory were the figures for overseas 
trade. Exports for the statistical year ending on the 
30th June, 1935, declined by nearly £9,000,000, while the 
value of imports rose by about £13,000,000. This was 
an unfavourable movement of £22,000,000, which resulted 
in an adverse balance of payments, after meeting overseas 
debt charges, of approximately £8,000,000. The decline 
in the value of the exports was largely due to a severe 
fall in the price of wool, in consequence of which a clip 
slightly larger than that for the season 1933-4, realised 
only £39,000,000, instead of the £57,000,000 which was 
obtained in the previous year. Prospects for the current 
season, however, are considered to be more favourable 
both with regard to quantity and price, and the balance 
of payments is expected to be in favour of the Common- 
wealth. 

New gold mines now in course of development are 
expected to reach the producing stage in the near future. 
An increase of investment in these and other enterprises 
of an industrial nature from outside sources reflects the 
renewed confidence of the investor in the future of 
Australia and will ultimately be of considerable benefit 
to the Commonwealth. There are, however, many 
critics of the Government’s taxation policy who consider 
that the taxation of absentee shareholders and debenture 
holders is seriously reducing the flow of capital into the 
country. 

Internal trade was buoyant throughout the year, 
substantial investments in buildings, general industry and 
in semi-government undertakings being apparent. 

A noteworthy event of 1935 has been the establish- 
ment of a Royal Commission on Banking, the terms of 
reference being :— 


“To enquire into the monetary and banking 
systems in Australia and to report whether any, 
and if so what, alterations are desirable in the 
interests of the people of Australia, and the manner 
in which any such alterations should be effected.”’ 


The Commission was appointed in consequence of an 
agitation by the Labour Party for nationalisation of the 
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banks, but the Prime Minister’s own attitude is indicated 
by words which he used shortly before the composition 
of the Commission was announced. He said :— 
“When I look around the world and see the 
failure of various systems, and then look back over 
the difficult years through which Australia has 
passed and realise the load our banking fabric 
carried—and I speak of the Commonwealth Bank 
associated with the trading banks—I realise what 
they did for Australia and the help they gave us to 
get over the difficult road we had to travel. Person- 
ally I have nothing but admiration for them.” 

Conditions in New Zealand are less promising than in 
Australia, but it is nevertheless thought that they are 
slowly improving. The New Zealand sheep are, of course, 
reared chiefly for their mutton rather than for their wool, 
and hence the rise in the price of the latter has not greatly 
assisted the farmer. It is hoped that the Meat Agreement 
which was concluded with the United Kingdom in the 
early part of the year will prove beneficial. Meanwhile 
it has been found necessary to assist the farmer directly 
and to this end the Mortgage Corporation of New Zealand 
Act and the Rural Mortgagors Final Adjustment Act 
have become law. That the public has confidence that 
ultimately a successful solution of the problem will be 
found is shown by the treble over-subscription of the 
£500,000 capital of the Mortgage Corporation of New 
Zealand. 

Mr. Forbes, until recently Prime Minister, stated that 
the exchange rate was definitely a part of his Govern- 
ment’s policy of endeavouring to remove the disparity 
between farm prices and farm costs. The high exchange 
rate had reduced imports and saved large sections of the 
community from bankruptcy. Important critics, on the 
other hand, consider that the advantages of a high 
exchange rate are rapidly disappearing as costs rise and 
that a reduction of rates would result in increased trade 
with the United Kingdom. 

It is as yet too early to observe the long-term effect of 
the accession to power for the first time of a Labour 
Government. The party, however, is said to favour 
policies which are closely akin to “Social Credit ”’ 
theories, and in anticipation of any attempt to introduce 
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these, New Zealand Government Stocks have been 
somewhat weaker in tendency during the last few weeks. 

On the other hand, the Reserve Bank, which has now 
completed the first year of its existence, has indicated its 
intention to pursue the orthodox course of central 
banking, namely, to avoid any rash experiments which 

might be prejudicial to the credit of the Dominion. Its 
immediate aim appears to be to maintain the existing 
rates of exchange at their present level. 

Canada.—The Canadian outlook contains many 
encouraging features. It is true that large quantities of 
Canadian wheat still remain unsold, but on the other 
hand stocks in most other countries have now been 
reduced to normal proportions. In fact, the United 
States, once so large an exporter, has been obliged 
to import wheat on a large scale from her northern 
neighbour. 

The mining industry is enjoying a high degree of 
prosperity, production of copper, nickel and gold during 
the latter part of the year showing an appreciable increase 
over the corresponding period of 1934. A marked im- 
provement of conditions in the lumber and salmon- 
canning industries is noticeable and the output of steel, 
automobiles, and newsprint is increasing. Foreign trade 
is also on the up-grade. 

Perhaps the most interesting feature of the Canadian 
commercial year is the conclusion of a reciprocal trade 
agreement with the United States, to come into force on 
January I, 1936. The Agreement provides for extensive 
tariff reductions by both parties. It is expected that a 
wide variety of Canada’s primary products will benefit 
considerably, in return for lower duties on imports of 
manufactured articles, the chief being machinery. The 
“most favoured nation’ clause will apply to both 
countries and the treaty is to continue for three years and 
to be terminable upon six months’ notice being given by 
either country. 

The Bank of Canada has now been functioning for 
nearly a year. It has assumed control of the Dominion 
note issue, together with the note cover, and has received 
on deposit from the chartered banks the bulk of their 
cash reserves in the form of gold and Dominion notes. 
During the next fifteen years the existing notes issued by 
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the chartered banks will be gradually reduced in volume, 
and after the expiration of that period the right of these 
institutions to issue their own notes will be restricted to 
an amount equal to one-quarter of their paid-up capital. 

The minimum reserve which the central bank is 
required to hold in gold is 25 per cent. of its note and 
deposit liabilities. When the bank commenced business 
this proportion was considerably exceeded and sub- 
sequently, thanks to the revaluation of its gold holdings, 
has reached over 60 per cent. There is thus an ample 
basis for any expansion of credit which industry may 
require. It is worthy of note that while great power is 
vested in the Governor, Mr. Graham Towers, who has had 
considerable experience of Canadian banking, the Deputy 
Governor is Mr. J. A. C. Osborne, a former Secretary of 
the Bank of England. An intimate knowledge of Canadian 
affairs is thus happily combined with the traditions and 
practical experience of central banking which the Bank 
of England is so well fitted to expound. 

The balance sheets of the chartered banks continue 
to show a remarkable liquidity. Deposits are larger but 
advances have declined, owing to repayments by former 
borrowers from the profits of their increased activities. 
The revenue of the banks has thus not increased as fast 
as the general recovery would lead one to expect. Money 
continues to be very cheap, and in face of heavy overhead 
charges, the banks have been forced to reduce competition 
at points which could not profitably support more than 
one institution, and at the same time to seek employment 
for an unusually large proportion of their funds in Govern- 
ment securities. 

“Social Credit’ is perhaps outside the sphere of 
orthodox banking : but in view of the situation in Alberta, 
and its possible repercussions upon the financial system 
there, it cannot be entirely ignored. It is, however, too 
early to attempt a review of the current endeavours to 
put its theories into practice. 

South Africa.—The business activity in the Union of 
South Africa has been maintained at a high level during 
the past year, and apart from difficulties with which the 
agriculturists had to contend, the Union is, at the present 
time, in an enviable position economically. No country 
of such an immense size can hope to be blessed with ideal 
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conditions consistently spread over all its areas: and the 
drought conditions in the Orange Free State, Transvaal 
and the uplands of Natal were extremely serious until 
the end of October, when the position was somewhat 
relieved by the long-overdue advent of rains. Sub- 
sequently the welcome winter rains have resulted in a 
substantial increase in the estimated wheat crop from 
4,600,000 bags in the preceding season to 5,360,000 bags 
this season. The marketing of this large harvest may, 
however, present some difficulties. 

The wool clip for 1934-5 at 659,580 bales shows a 
decrease of some 23 per cent. compared with that for the 
previous season. The probable reduction in the world 
supplies of wool should be beneficial to this season’s clip, 
and it is hoped in the Union that prices may show some 
improvement. 

From reports issued by the Department of Commerce 
and Industries in Pretoria, it would seem that conditions 
in the urban districts continue active and that the rural 
districts are benefiting indirectly from this prosperity. 

Activity in the gold mining industry is still expanding 
and more labour is being employed in production and 
development. The high price of gold has been well 
maintained and the bulk of ore treated during September 
(25 working days) was 3,800,948 tons, which gave a daily 
average of 5:7 per cent. in excess of that for the record 
month of August, 1935, and 11-2 per cent. above the daily 
average in the corresponding month of the previous year. 
An interesting feature of the gold mining returns of recent 
months is the lowering of unit working costs; in January 
costs averaged Igs. 2d. per ton milled, and by August 
the figure had fallen to 18s. 8d. per ton. 

The money supply within the Union continues 
plentiful and the surplus of capital deposited with the 
commercial banks continues to increase. At the end of 
September, 1934, the total of demand and time deposits 
had reached the abnormally high figure of £82,146,575, 
and by the end of September, 1935, this figure had 
swollen to £84,754,201. A more encouraging feature, 
however, has been the increase in advances and discounts 
of nearly £34 millions during the twelve months ended 
September 30, 1935. 

With the availability of surplus funds it can be 
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anticipated that there will be a ready response to the 
issue, early in the New Year, of a fresh Government loan 
of £10,000,000, which it is reported will be issued at 
3 per cent. 

The banks have benefited by the increased business 
within the Union, and it may be noted that the two 
principal commercial banks, viz., Barclays Bank 
(Dominion, Colonial & Overseas) and the Standard Bank 
of South Africa, Ltd., have increased their distributions 
to their respective shareholders. Both banks are in an 
exceptionally liquid and strong position. 

Turning to the Union Government finance, the third 
budget of the present Coalition was presented on Feb- 
ruary 20, and a surplus of {2,253,000 was disclosed. For 
the current financial year 1935-6, the revenue on the 
present basis of taxation is expected to yield £38,353,000, 
while the budget for expenditure is £36,098,000. The 
estimated surplus is therefore £{2,255,000. The Finance 
Minister, in presenting his last budget, concluded his 
address by stating that the Government were privileged 
to close a year of national economy in an atmosphere of 
reasonable optimism. Production in all branches of the 
economic life in the Union of South Africa was on the 
increase. Unemployment was waning and a trade 
revival had begun. The National Budget showed a 
credit balance and taxation was being reduced. Con- 
siderable sums were being devoted towards the redemption 
of debt, while the Government was in a position to devote 
substantial amounts to works which would improve the 
country’s national assets and increase its carrying 
capacity. He expressed the opinion that the Union’s 
finances were essentially sound and that so long as 
Government, Parliament, and People remembered that 
sound finance was a necessary condition for the welfare 
of land and people the country would face the future with 
cheerfulness and courage. 

Ten months have elapsed since those words were 
spoken, and there is little doubt but that Mr. Havenga 
will in two months’ time be able to make an equally 
optimistic peroration when announcing his new budget. 

India.—The condition of the foreign trade of India 
is still not entirely satisfactory. The value of her exports 
during the first ten months of last year is slightly higher, 
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it is true, than for the corresponding period of 1934. Im- 
ports, however, have also increased considerably and it 
is doubtful if the country’s favourable balance of trade 
would have sufficed to meet her overseas financial obliga- 
tions, had it not been for the continuance of the stream 
of hoarded gold which has flowed out of India ever since 
the autumn of 1931. This stream has been swollen 
during the past year by private exports of silver. Never- 
theless, there are signs that it is now drying up and it is 
to be hoped that compensating factors will arise in the 
form of increased demand and higher prices for India’s 
primary products. 

The Reserve Bank of India began to function on 
April 1 last, when it took over the control of the Govern- 
ment Currency Offices and the Public Debt Offices, 
together with the Public Accounts Departments which 
were formerly conducted by the Imperial Bank of India 
in Bombay, Calcutta, Delhi, Madras and Rangoon. On 
July 1 it commenced its work as banker to the “‘scheduled”’ 
banks, that is to say those having a paid-up capital and 
reserves in excess of five lakhs of rupees. These banks 
are required to maintain minimum deposits with the 
central bank, based upon their demand and time liabili- 
ties, and may avail themselves of the re-discount facilities 
which it provides. In addition, the provincial co-opera- 
tive banks have been accorded the same right to re- 
discount bills with the Reserve Bank, though they are 
not obliged to maintain deposits there. 

The Reserve Bank Act provides that bank notes and 
token silver rupees, which form the bulk of the Indian 
currency, shall be mutually convertible, and it is interest- 
ing to observe that the gradual diffusion of banking 
knowledge through the Indian masses is causing coins 
to be surrendered in exchange for notes. 

The nucleus of a centralised banking system has thus 
been established, but much remains to be done before 
the Reserve Bank secures effective control of the whole 
monetary fabric. Not the least of its problems is that of 
securing the inclusion of the indigenous banker, who 
plays a most important part in financing the internal 
trade of India. A large proportion of the Indian peasantry 
are able to satisfy their credit requirements only at 
usurious rates. 
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The year has not been an easy one for the larger banks. 


t Their deposits have continued to grow, and at the same 
2 time it has been found more difficult to obtain satisfactory 
~ & employment for their funds. Throughout the year the 
. @ Government have steadily reduced the volume of Treasury 
; & Bills outstanding, while the Reserve Bank’s accumula- 
1 | tions of sterling have provided the various local money 
~ oo markets with large supplies of cheap money. Bank 
S Rate, which has been 34 per cent. since February, 1933, 
e has recently been reduced to 3 per cent. The banks have 
S tended, in consequence, to invest a larger proportion 
of their resources. 
. stdaieneninieml 
r @ The International Banking Year 
; | VER since the beginning of the crisis of 1931, 
a | E international banking surveys have given an 
n account of the difference in the tendencies pre- 
'" vailing in deflationary countries and in reflationary 
d countries. In the group of reflationary countries—which 
S includes the United States and the countries of the 
e Sterling Bloc—the banks have been making progress 
‘- towards recovery. On the other hand, in the group of 
.S deflationary countries—consisting of the Gold Bloc and 
“ of countries maintaining the stability of their currencies 
2. at an overvalued level—the banking situation has con- 
-e tinued to deteriorate. During 1935 this difference 
between the two groups of countries became further 
d accentuated. Thanks to the trade recovery and the rise 
n in raw material prices, banks in reflationary countries 
. have further improved their position. Many of their 
ig frozen credits have become liquid and the banks have 
is | succeeded in recovering many claims which were already 
written off as bad debts. Although their current earnings 
1s were affected unfavourably by the low interest rates and 
re the narrow margins between deposit and loan rates, the 
le increased volume of activity favourably affected their 
of current revenue. They mostly maintained their dividends 
10 and increased their open and inner reserves. In short, 
al they had a reasonably good year. 
ry | The same cannot be said to be true about the banks 
at of the deflationary countries. There the process of 


deterioration continued. Trade remained bad and the 
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frozen assets invariably remained frozen. Indeed, new 
items had to be added to those of bad and doubtful 
debts. With every fresh deflationary drive, a new set 
of merchants and manufacturers became _ insolvent. 
Moreover, since the flight of capital from countries with 
overvalued currencies continued, the banks in deflationary 
countries continued to lose deposits. Consequently, they 
were compelled to call in credits. In some instances, the 
necessity of meeting withdrawals of deposits led to acute 
difficulties and there were a number of bank suspensions 
—especially in Switzerland—disguised in the form of 
moratoria. 

Between the two extremes there are the countries 
which, like Germany or Italy, maintained their old parities 
in law but depreciated their currencies in practice. Their 
internal boom led to the unfreezing of banking credits 
even though frozen commercial debts were eventually 
replaced by frozen Government debts. 

After these preliminaries, let us proceed to survey 
general banking tendencies in various parts of the world 
during 1935. In Great Britain and the British Empire 
banks continued to make good progress. The British 
clearing bank figures attained new high records. This 
was the result of the gradual expansion of both home and 
foreign trade during the last three-quarters of 1935. It 
is true interest rates invariably remained low. Bill rates 
have been maintained slightly above 4 per cent. during 
practically the whole year, thanks to the close collabora- 
tion between clearing banks on the one hand and the 
discount houses on the other. Such a low percentage 
leaves but little margin of profit, especially since the 
rates chazged by banks for loans had to be gradually 
adjusted in a downward direction. Notwithstanding 
this, the clearing banks have no reason to complain. 
The position of banking houses was less satisfactory. In 
the absence of a large enough volume of international 
business, most of them remained idle during the year, 
though some of them at any rate sought to extend their 
field of activity over home business. Activity in foreign 
exchanges was also fairly large, especially during the first 
half of the year, while during the second half the relative 
stability of sterling and the measures taken against 
speculation reduced the volume of foreign exchange 
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dealing. On the other hand, the abnormal turnover in 
gold continued throughout the year. 

In the United States banking conditions continued 
to recover from the crisis of 1933. The rise in the prices 
of raw materials assisted agricultural debtors and this, 
together with the moderate increase of industrial activity, 
benefited the banks. There has been less friction between 
the banks and the Washington Administration than 
during the two previous years of President Roosevelt’s 
régime. Owing to the plethora of funds, interest rates in 
the United States remained very low, notwithstanding 
the heavy budgetary deficit of the Government. The 
banks were unable to employ available funds profitably 
in trade, and they continued to fulfil the functions of hold- 
ing companies of Government paper. 

In France there were no noteworthy banking difficul- 
ties during the year under review, which is all the more 
remarkable since French banks lost a considerable portion 
of their deposits as a result of the flight from the franc. 
The political scares in May and in November, 1935, led to 
a wholesale outflow of French capital which was accom- 
panied by withdrawals of deposits on a large scale. The 
defence of the franc necessitated deflationary measures 
which reacted unfavourably upon trade and consequently 
upon banking profits. On the other hand, the increase 
of the bank rate on two occasions to 6 per cent. and the 
considerable increase in the average rate for the year 
was beneficial to the banks. On the whole, it may be 
said to have been an achievement that there were no 
big bank failures during the year. 

In Switzerland banks were affected by the deflationary 
crisis to a larger degree than in any other country during 
1935. One of the leading banks, the Banque Commer- 
ciale de Basle, had to be placed under a moratorium, 
while a number of small and medium-sized banks sus- 
pended payment. All banks lost deposits heavily as a 
result of the flight from the franc. Some of them allowed 
their cash reserves to decline in proportion to these losses, 
while others made desperate efforts to raise funds by 
calling in credits or by liquidating assets even at a loss. 
The liquidation by Swiss banks of their German cl.iims 
inflicted heavy losses upon them and caused a heavy 
depreciation of the registered mark. 








THE BANKER 





58 


In Holland the banking situation was not affected to 
the same degree as in Switzerland or even France. It is 
true that banks have lost some of their foreign deposits 
and substantial amounts of Dutch deposits. On the other 
hand, they benefited somewhat by the improvement in 
the Dutch colonies caused by the rise in raw material 
prices. The movement of the liquidation of German 
interests in Amsterdam banks has made further progress 
during the past year. This is a gratifying feature of the 
Dutch banking situation, since the one-sided and exces- 
sive German interest in the Amsterdam market was one 
of the weak spots of the system. Several German-con- 
trolled banking houses have been taken over by Dutch 
or British banking interests. 

The example of Belgium illustrates the difference that 
devaluation makes in the banking situation of the 
country. During the first quarter of 1935 a great banking 
crisis threatened to develop. In spite of repeated efforts 
at reconstruction, most Belgian banks were in a weak 
position owing to the effects of deflation. The flight of 
Belgian capital depleted their deposits; and since a large 
part of their credits was immobilised, they had to fall 
back upon the National Bank for support. The crisis 
attained its climax in March, when the banking situation 
alone made it inevitable for the Government to devalue 
the belga. Following upon the devaluation, the banking 
situation improved almost overnight. There was a 
wholesale repatriation of Belgian capital, which found its 
way back to the banks. In addition, foreign capital also 
sought refuge in Brussels, thus further increasing the 
amount of deposits. At the same time, trade improved 
considerably, many frozen credits became liquid, and the 
threat of banking difficulties disappeared. 

In the Scandinavian countries the banking situation 
continued to improve, especially in Sweden, where the 
last remaining traces of the Kreuger and Toll crisis of 
1932 were liquidated. In the Baltic States, Spain and 
Portugal the banking year was on the whole uneventful. 
In Poland the overvalued exchange had an adverse effect 
upon: trade, but banks displayed a strong resistance to 
unfavourable influences. 

In Germany the large Government expenditure on 
rearmament and public works resulted in a considerable 
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increase in industrial activity, and the banks benefited 
by it to a considerable degree. The frozen assets in- 
herited from the crisis of 1931 have been liquidated to a 
large extent. On the other hand, the banks have had to 
take over and carry large amounts of Government 
securities. Notwithstanding this, the German banking 
situation is now better than it has been at any time since 
1931. The repayment of foreign short-term credits has 
made further progress, and the amount outstanding is by 
no means excessive. 

In Austria the banking situation continued to improve 
as a result of the general economic improvement. The 
consolidation of banks through amalgamations is also 
beginning to bear fruit, although overhead charges are 
still excessive. In Hungary there was no noteworthy 
change in the banking situation. In Czechoslovakia, 
owing to the inadequate degree to which the currency 
was devalued, trade remained depressed, while con- 
fidence in the currency failed to return. The banks 
could not afford to benefit by the improvement which 
took place in other countries with devalued currency. 
In Jugoslavia and Rumania there were no further bank 
crises since all the weak spots were eliminated through 
bank failures in earlier years. Nor was there any note- 
worthy change in the banking systems of other Balkan 
countries. 

The outstanding event in Italian banking prior to the 
Italo-Abyssinian conflict was the liquidation of the 
Istituto Italiano di Credito Maritimo. Apart from this, 
the boomlet brought about by the preparations for the 
Abyssinian expedition helped the banks to some extent. 
The outbreak of the war was followed by the application 
of economic and financial sanctions, as a result of which 
banking intercourse between Italy and most foreign 
countries has been reduced to a minimum. British and 
American credits to Italian banks have been cut and 
repaid. Foreign banks had some difficulties with their 
lira balances with Italian banks, which were blocked 
provisionally pending investigation as to their origin. 
On the whole, however, the attitude of Italian banks in the 
situation created by sanctions and counter-sanctions 
may be regarded as unexceptionable, as they carried 
out their liabilities without fail. 
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In Latin America the banks benefited by the im- 
provement of economic conditions caused by the rise in 
prices. On the other hand, in the Far East the fluctua- 
tion of silver and troubled political conditions caused 
some difficulties amongst Chinese banks, many of which 
had to suspend the redemption of their notes owing to lack 
of silver. Japanese banks retained their strong position. 

The prospects of the banking year 1936 are considered 
favourable rather than otherwise. Barring major dis- 
turbances caused by a war in Europe or in the Far East, 
the improvement in banking conditions in the countries 
of the Sterling Bloc and in other countries with depre- 
ciated currencies is expected to continue. The outlook 
for banks in countries of the Gold Bloc and its satellites 
will depend upon the monetary policy pursued by those 
countries. If they should follow the example of Belgium 
there would be a spectacular improvement in their 
banking situation. If, on the other hand, they continue 
to deflate, then we shall have to be prepared for further 
bank troubles. On the whole, the chances are in favour 
of a reversal of the monetary policy of the deflationary 
countries. The silver situation provides another source 
of uncertainty. Should there be a change in the 
American silver policy leading to a slump in silver, it is 
bound to lead to banking difficulties in the East. 

Generally speaking, the international tendency of 
cheap money is likely to continue even though the 
defence of some overvalued currencies may from time to 
time necessitate raising interest rates in a few countries. 
On the whole, the activities of foreign exchange depart- 
ments are likely to remain on the same level as in 1935. 
International banking business is not likely to undergo a 
sudden and substantial expansion and is likely to remain 
at least on the same level as during the past year. 


American Banking 


By a Correspondent 
HE influx of gold from Europe, chiefly France, to 
the United States which began early in September 
continued through the first week of December. 
It had then aggregated to more than $800 millions, and 
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had lifted the total monetary gold stocks of the country 
to more than $10,000 millions. 

The consequences of this movement have been a 
further expansion of bank reserves, so that the excess of 
such reserves over legal requirements rose by December 
4th to $3,180 millions. Discussion in governmental and 
banking quarters of the advisability of immediate steps 
to reduce these excess bank reserves, either by sale in the 
openmarket of the $2,400 millionsof government securities 
held by the Reserve banks, or by an increase in member 
bank reserve requirements as provided for in the Banking 
Act of 1935, has continued active. 

The banking community has made plain the fact that 
it favours action to reduce excess reserves, and the 
Advisory Council of the Federal Reserve System, which 
consists of one important banker representing each of 
the twelve Federal Reserve districts, met in Washington 
late in November, and issued a strong recommendation 
that the Reserve banks should begin to reduce their 
holdings of government securities, with a view to con- 
tracting excess bank reserves. It has, however, become 
apparent that the Federal Reserve Board after some 
hesitation has decided against any immediate action. 
Mr. Marriner S. Eccles, chairman of the board of governors 
of the Federal Reserve System, in a statement issued on 
November 22nd, denied the necessity for any action at 
this time to restrict credit. Discussing the rise in the 
stock market, which has been uninterrupted for about 
nine months, he pointed out that the advance had been 
based entirely upon cash buying, and that consequently 
no occasion existed for the exercise of credit control to 
restrain speculation. He expressed the view that the 
public reaction to measures taken at this time to restrict 
the basis of credit expansion might be such as to disturb 
the upward trend of business and as a result to produce 
more harm than eventual good. 

If, as seems to be indicated, no action is to be taken 
in the near future, it is probable that any measures of 
restraint will be postponed for some time, since the latter 
part of 1936 will find the country in the midst of a hard- 
fought national election campaign. Under these circum- 
stances any measures of restraint that might conceivably 
dampen business sentiment could scarcely be looked for. 
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As the election year approached, the breach between 
business and banking leaders and the Roosevelt adminis- 
tration grew wider and deeper. In the middle of 
November the American Bankers’ Association held its 
annual convention in New Orleans, and by way of 
registering its repudiation of the trumped-up “ truce ”’ 
between the bankers and President Roosevelt which had 
taken place at last year’s meeting in Washington, elected 
as one of its officers an outspoken critic of the government 
who during the course of the meeting had advocated a 
boycott of government securities. 

Mr. Roosevelt lost no time in accepting this challenge, 
and in a speech delivered at Atlanta, Georgia, on Novem- 
ber 29th, he accused the “ great bankers ”’ of the country 
of having, in the spring of 1933, urged upon him a much 
greater expansion of the public debt than that which 
they were now so vociferously denouncing. Organised 
business has been even more outspoken than organised 
banking. A referendum taken by the Chamber of 
Commerce of the United States among its constituent 
bodies showed a vote of approximately 35 to I against 
the policies of the New Deal, and the National Industrial 
Council, composed of 300 paid officials of regional manu- 
facturers’ associations or trade associations, in a conven- 
tion held in New York early in December, adopted a 
programme for a political campaign for the defeat of 
President Roosevelt. 

Meanwhile business continues to improve and is now 
practically back to the level of the middle of 1930. 
Employment is the highest since October, 1930, and 
payrolls are higher than at any time since March, 1931. 
The securities markets have been steadily rising and 
public confidence continues to increase. These gains 
have, however, made comparatively slight impression 
upon the employment of banking facilities. The table on 
the next page shows the principal changes in deposits and 
loans and investments of reporting member banks of the 
Federal Reserve System in Io1 leading cities in the past 
month and year. 

The weekly member bank report has recently been 
revised. Figures are now collected from banks in ror 
leading cities of the country instead of gI as previously, 
and the number of items reported has been increased. In 
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place of the item “‘net demand deposits previously 
reported, the weekly statement how gives “ demand 
deposits adjusted,’ which consists of demand deposits 
other than those of banks and of the United States 
Government plus the items of certified and officers’ 
cheques and cash letters of credit and travellers’ cheques 
less various cash items on hand or in process of collection. 
The figure as now compiled is meant to show in a general 
way the cash resources of the community placed on 
deposit with banks and readily available for use. United 
States Government deposits and inter-bank deposits for 
the account of both domestic and foreign banks are listed 
separately. The item of foreign bank deposits now given 
for the first time has acquired increased interest by 
virtue of the continued flow of funds here from abroad. 
(In millions of dollars) 


(increase or decrease since) 
Nov. 27, Oct. 30, Nov. 28, 


1935 1935 1934 
Demand deposits adjusted ... 14,018 + 420 + 2,519 
Deposits of foreign banks ith 437 + 69 + 297 
Total loans and investments ... 20,632 + 254 + 1,644 
Loans on securities ee oo 9,208 + 102 16 
Other loans ws 5,044 + 148 -- 3 
U.S. Govt. direct obligations ... 8,301 + 124 + 1,036 
Other securities ... o £579 — 120 + 1,663 


The annual season of bank meetings which occurs in 
the middle of January promises this year to be a good 
deal quieter than in the last few years. The banks will 
report greatly reduced earnings, but they will have 
substantial recoveries on assets previously written down 
to show against these smaller earnings. Advance indica- 
tions, moreover, are that stockholders have abandoned 
their tendency to criticise and question the management. 
The outlook for bank dividends continues somewhat 
uncertain with a possibility of some further reductions 
in the first quarter of next year, but it is thought likely 
that no changes will be made now until after the annual 
meetings are out of the way. 

Conditions in the money market have shown no 
important change within the past month. The concerted 
move taken by the New York banks late in October to 
advance the call money rate from { of I per cent. to I per 











THE BANKER 





64 


cent. has been successfully maintained thus far with 
rates on stock exchange time loans pegged also at I per 
cent. 

New offerings of 110-day Treasury bills were being 
discounted late in November at 0-063 per cent., and 
273-day bills were taken at 0-131 per cent. An offering 
of $1,318 miilions of Treasury securities early in Decem- 
ber, of which $900 millions was for cash and the remainder 
in exchange for maturing issues, was quickly taken, the 
cash portion being more than five times over-subscribed 
despite the fact that this addition to the public debt 
carried the total to a new height of more than $30,500 
millions. The issue consisted partly of twelve-year 2? 
per cent. bonds and partly of five-year 1} per cent. notes, 
sold, as is the legal requirement, at par. 


French Banking 


By M. Mitzakis 


HE French money market was subject to serious 
disturbances during November as a result of the 
new franc crisis. This had the same consequences 
as were experienced during the preceding crisis of last 
May. The heavy outflow of gold reduced considerably 
the amount of available funds, while demand for capital 
increased as a result of a revival of speculative activity. 
The crisis of November was nevertheless, not as violent 
as that of May, for while during May the Bank of France 
lost over 11 milliard francs of gold, this time the outflow 
was much less substantial. Ina month the loss registered 
was under 6 milliard francs, which was barely half of 
losses suffered during May. 

Nevertheless, the gold losses have deprived the market 
of a further important part of its resources. There was 
in consequence a general rise in interest rates. The Bank 
of France had to raise its rediscount rate on three 
occasions, from 3 per cent. to 4 per cent. on the r4th 
November, to 5 per cent. on the 21st November, and to 
6 per cent. on the 25th November. The following table 
indicates the changes in various money rates. 
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FRENCH BANKING 
End of Endof End of 


Sept., Oct., Nov., 
1935 1935 1935 








% % % 

Banque de France, rediscount rate 3 3 6 
Market rate of discount 23 2? 5# 
Day-to-day money .. ‘ 2} 2} 5 
Loans on Bons de la Défense Nationale :— 

Market rate for I month . 3 3 512 

Market rate for 3 months _ 3} 6} 
Rates of loans on securities :— 

On the Parquet .. ¥s a fii 3 2 6 

On the Coulisse .. 43 42 8 


The rates in various sections a the market adapted 
themselves rapidly to the new level of the official re- 
discount rate. At the end of November the market rate 
of discount was at 54% per cent. The rates of loans on 
bons de la défence nationale rose to 51% per cent. for 
one month and 6} per cent. for three months. The rate 
for day-to-day loans advanced from 243 per cent. to 
5 per cent. On the bourse the loans on securities quoted 
on the parquet rose from 2 per cent. to 6 per cent. and 
those on securities quoted on the coulisse from 4? to 
8 per cent. 

The gold outflow was due as in May last to the 
development of distrust in the franc. It will be remem- 
bered that last May in order to check the panic the 
Government had to ask Parliament for special powers 
which it used for carrying out substantial budgetary 
economies. Towards the end of October, the Finance 
Committee of the Chamber resumed its work. A sub- 
stantial part of its members showed themselves hostile 
to the ratification of the decrees issued by the Government. 
The result was a wave of uneasiness among the public, 
causing the purchase of gold and the outflow of capital. 
At the beginning the movement was not excessive, but 
as the agitation in Parliament increased, the fears of a 
destruction of the work of financial recovery brought 
about by the Government of M. Laval, became stronger 
and stronger. During the second half of November the 
outflow of gold became accentuated and the stability 
of the franc was once more in danger. 

In the face of the gravity of the situation the Govern- 
ment acted with vigour. Having induced the Finance 
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Committee to change its decision, it demanded that the 
Chamber on its reassembly should ratify the financial 
policy of the Government. After the debate, in the 
course of which the adherents of devaluation and the 
defenders of sound currency were confronted with each 
other, the Chamber approved the financial policy of the 
Government and thus brought to an end the uncertainty 
which affected the franc. 

The vote of the Chamber produced a favourable effect 
upon the foreign exchange market. Since the beginning 
of December, the franc has strengthened, and the outflow 
of gold has ceased. Confidence of course, did not return 
immediately, but the recovery in the franc has already 
reinforced the prestige of the opponents of devaluation. 
It showed in fact once more that in spite of the heavy 
sacrifices necessitated by the policy of deflation, the 
great majority of the public remains favourable to main- 
taining the franc; it remains hostile to every monetary 
manipulation and every return to inflation. This senti- 
ment was already known, but being reaffirmed once more 
it served the cause of the defenders of the franc. 

The return of the Bank of France was naturally 
influenced to a large extent by the developments during 
November. The table on the next page shows the changes 
in its figures. 

In one month the gold reserve declined from 72,158 
millions to 66,191 millions. This substantial loss of gold 
resulted in a decline of current accounts and deposits 
from 14,283 millions to 12,187 millions. The contraction 
in this last item however, was only about 2 milliards, 
while the gold losses amounted to nearly 6 milliards of 
francs. The difference is accounted for by the increase 
of rediscounts from 8,319 millions to 11,218 millions and 
by the increase of thirty-day advances from 73 millions 
to 1,088 millions. Advances on securities rose from 
3,130 millions to 3,270 millions, but advances on bullion 
declined slightly from 1,210 millions to 1,192 millions. 
As a whole, the amount of credit granted by the Bank of 
France increased from 12,732 millions to 16,768 millions, 
or by about 4 milliards. The outflow of gold was thus 
financed to the extent of 2 milliards by withdrawals of 
balances and deposits and for the rest by an extension of 
credit. 
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In allowing its rediscounts to increase, the Bank of 
France did not quite carry out the rules of the gold 
standard. As a matter of principle, the amount of the 
note circulation and of current accounts ought to have 
declined to an extent corresponding to that of the decline 
of the gold reserve. Nevertheless, the outflow of capital 
created such a stringency in the money market that the 
management of the Central Bank had to grant its support 
to the commercial banks. Instead of reducing credit 
they preferred as in May last to impose a high rediscount 


rate. 
End of Endof End of 
Sept., Oct., Nov., 
1935 1935 1935 


(millions of francs) 








ASSETS. 
Gold Reserve ie - -» 71,952 72,158 66,191 
Foreign Exchange reserve (total) ~~ I,0I6 =-1,045~Ss‘i, 171 
Sight oe ie os wa - 8 8 106 
Time si és us A su 1,008 1,037 1,065 
Discounts (total) ae oe ae a 8,277. 8,319 11,218 
Bills of France .. se ae 8,060 8,077. 10,005 
Bills on Foreign countries is es 217 242 213 
Advances on bullion 2 aes sa I,210 I,210 1,192 
Advances on securities a sis ae 3,098 3,130 3,270 
Advances up to 30 days... aa ‘a 1g2 73 ~=«1,, 088 
Bonds of the Caisse Autonome... bi 5,800 5,800 5,800 
LIABILITIES. 
Note circulation - .- 82,399 82,035 82,447 
Current and deposit accounts (total) .. 13,899 14,283 12,187 
Of which— 
Treasury .. i re a an 79 98 81 
Caisse Autonome .. Mi ‘3 ws 2,972 2,801 2,745 
Private accounts .. bos es -- 10,595 11,228 9,185 
Sundry . “ - wi 252 157 176 
Total of sight liabilities ‘a .. 96,298 96,318 94,634 
Percentage of gold cover .. - -» 74°72% 74°92% 69°94% 


Nevertheless this extension of the credit of the Bank 
of France was not justified on economic grounds, but was 
the result of the outflow of capital which reduced the 
volume of available funds. Various companies, for fear 
of a devaluation, considered it advisable to form a 
reserve outside France. In order to make up for the 
contraction of their resources, they resorted to raising 
short-term credits. The expansion of the rediscounts 
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of the Bank of France has, therefore, a special character 
which deserves the attention of the monetary authorities. 

In fact, the management of the Central Bank appears 
to be preoccupied by this state of affairs. Until now they 
have refused to reduce the rediscount rate in spite of the 
cessation of the outflow of gold. The maintenance of the 
Bank rate at 6 per cent. is certainly an indication of their 
desire to compel the repatriation of recently exported 
capital. It is difficult to estimate the amount of French 
funds transferred abroad, but given the large amounts of 
the gold losses in May and November, their total must 
exceed 10 milliard francs. The policy of the French 
authorities should aim at bringing about by all appro- 
priate technical measures, the repatriation of the whole, 
or at least part, of these funds, if only in order to prove 
that gold movements can be reversed when political 
agitation ceases and when the gold standard is allowed 
to function normally. 


German Banking 


By a Correspondent 


Tai availments of the Reichsbank’s resources de- 
clined in November owing to seasonal influences, 
notably the payment of agricultural credits. 
The increase of availments at the end of October was 
fully liquidated during the first three weeks of November. 
It is necessary to bear in mind that the influence of the 
two large Government issues ceased to affect the market. 
On the other hand, the financing of public works led to 
a further increase of its liquidity. The Gold Discount 
Bank was in a position, therefore, to resume the sale of 
large amounts of promissory notes after an interval of 
two months, and to relieve the Reichsbank of part of 
its rediscounts. 

At the end of November the influences usually 
noticeable before Christmas became evident. The Reichs- 
bank’s investments increased by Rm. 512 millions against 
Rm. 339 millions only at the end of November, 1934. 
This difference is partly due to the increase of liquid 
resources by some banks. Bank balances showed an 
increase of Rm. 88 millions. At the same time, the note 
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circulation also increased to a larger extent than in 1934, 
by Rm. 520 millions against Rm. 414 millions. .The 
increased end-of-month pressure was liquidated to a large 
extent during the first week of December. Investments 
declined by Rm. 236 millions against Rm. 177 millions 
in 1934, while the note circulation declined by Rm. 184 
millions against Rm. 94 millions. The Bank balances 
declined by only Rm. 71 millions against Rm. 104 millions 
in 1934, but their large decline last year was due to special 
circumstances connected with exchange clearing agree- 
ments. 

During November the Gold Discount Bank placed 
promissory notes to the amount of Rm. 210 millions. 
The total outstanding amount increased to Rm. 701 
millions, which exceeded the former high record of 
Rm. 651 millions at the end of August. Outside resources 
increased from Rm. 551 millions to Rm. 595 millions, but 
this increase was partly of a temporary nature. The 
Gold Discount Bank was in a position to increase its bill 
holdings from Rm. 1,188 millions to Rm. 1,443 millions 
during November. 

At the Conversion Office for German External Debts 
the outside resources increased during the month from 
Rm. 417 millions to Rm. 428 millions. The redemption 
of the scrips issued before June 30, 1934, increased 
from Rm. 26 millions to Rm. 27 millions. New funding 
bonds for liabilities contracted after June 30, 1934, 
were issued in a larger amount than during the previous 
months. Sterling bonds increased from Rm. 17:6 
millions to Rm. 30-9 millions, while Swiss franc bonds 
increased from Rm. 7-5 millions to Rm. 17-4 millions. 
For the first time, the unfunded liabilities arising from 
interest and sinking fund payments subject to transfer 
moratorium declined from Rm. 354-6 millions to 
354°0 millions. On the assets side, deposits with the 
Reichsbank declined from Rm. 217 millions to Rm. 209 
millions, while unspecified investments increased from 
Rm. 191 millions to Rm. 212 millions. 

The note issuing right of the banks of issue other 
than the Reichshank. of the four States of Bavaria, 
Saxony, Baden and Wurtemburg, expired at the end 
of 1935. Among the note issuing ‘banks, the Baden and 
Wurtemburg institutes will continue to operate in a 
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different sphere of activity. In Bavaria and Saxony the 
situation is more difficult, since there already exist some 
officially controlled banks and also an adequate number 
of commercial banks. In Bavaria a solution has been 
found, for the Bavarian note issuing bank will be taken 
over by the Bavarian States Bank. In Saxony there will 
probably be a unification of the banking system, as a 
result of which the Saxon States Bank and the General 
German Credit Institute, Leipzig, will combine in one 
single institution. Negotiations to that end have not yet 
been concluded. 

There will be other changes in the German banking 
system. The private banking firm Gebr. Arnhold trans- 
ferred its Dresden office at the beginning of December 
to the Dresdner Bank, where it will continue to operate 
as a special department. The banking house, which has 
extensive industrial interests, will in future confine its 
activities to Berlin. While the reduction of its activities 
is due in part to personal causes, the general tendency 
towards the reduction of activities by Jewish banking 
firms must also have played its part. For the same 
reason, the business of the Berlin banking firm, Carl Cahn, 
will be transferred to the Berlin banking house, J. Dreyfus 
& Company. These are the best known cases of transfers 
of business, but there are other instances of reductions. 
The significance of private banks will thus further decline 
in favour of the joint-stock banks. 

The outside resources of the five leading Berlin banks 
declined in October by Rm. Io millions. Their discounts 
increased further but their security holdings declined. 
Loans and advances, which increased in August and 
September after their earlier steady decline, relapsed in 
October and declined by Rm. 43 millions. Their increase 
during the two former months was due to seasonal 
influences. The turnover remained very lively. The 
central organisation of savings banks shows a further 
increase of deposits, but it had to pay in the instalment 
of the loan of Rm. 500 millions taken over by the savings 
banks. 
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Swedish Banking 


By a Correspondent 


NUMBER of well-known Government officials 
A have filed an application with the Swedish Govern- 

ment for the authorisation to found a new joint- 
stock bank, whose special destination would be to grant 
loans to employees, who in many cases are compelled to 
have recourse to private moneylenders of sometimes 
less recommendable standing. Although so far no 
decision has been taken by the Ministry of Finance, it 
is likely that the present Government will grant the 
permission. 

Following payment of income taxes in November, the 
exceptional liquidity of the money market, reported in 
the December issue of THE BANKER, has given place to a 
more normal state, with total “Cash and at Bank of 
Sweden ’”’ holdings reduced from Kr. 403 millions to 
Kr. 265 millions and total deposits from Kr. 3,737 
millions to Kr. 3,634 millions. The Skandinaviska 
Kreditaktiebolaget, which during the preceding months 
had run up her cash to the peak figure of Kr. 131 millions, 
has in November brought it down again to the more 
normal level of Kr. 83 millions without any marked 
changes in other debit items. The joint-stock banks 
total debit sight accounts with foreign banks have, in 
spite of a strong passive trade balance in November, 
increased from Kr. ror millions to Kr. 120 millions. 
Out of this rise the Stockholms Enskilda Bank accounts 
alone for Kr. 11 millions. The contraction of advances 
reported in October, gave in November place to a slight 
credit expansion of Kr. 17 millions to a total for all joint- 
stock banks of Kr. 3,878 millions. 

During November the Riksbank has continued gold 
purchases, and the gold reserve has risen from Kr. 384-3 
millions to Kr. 397°5 millions. The Bank’s holdings in 
foreign State bonds and foreign bills have not undergone 
any noticeable changes, whereas her balance with foreign 
banks shows a contraction of Kr. 21 millions to a total 
of Kr. 173-9 millions. The volume of notes in circulation 
has undergone a reduction from Kr. 743 millions to 
Kr. 733 millions. 


F** 








72 THE BANKER 


The Riksbank’s and the 28 Swedish joint-stock banks’ 
total foreign balance (debit accounts with foreign banks, 
foreign bills and bonds, less credit accounts with foreign 
banks and rediscounted bills) amounted on November 
30th to Kr. 839 millions, as against Kr. 843 millions on 
October 31st. For the same period total assets have 
contracted from Kr. 6,802 millions to Kr. 6,713 millions. 





Palestine Banking 


By a Correspondent 
HE “ prosperity ’’ in Palestine banking, on which 
we reported in our October issue, was threatened 
unexpectedly late in August by a panic. In the 
days of nervous tension in view of the threatened 
Mediterranean conflict, the Banco di Roma—-so it is alleged 
—suddenly called in its credits. A run, consequently, 
started, first on the Banco di Roma and the Arab Bank, 
later also on the other banks in Jerusalem. The panic 
soon spread to other urban centres, and deposits amount- 
ing to about £P.1,000,000 were withdrawn within a few 
days. These heavy withdrawals drained the smaller 
banks of their liquid reserves and, while the Banco di Roma 
could draw on its head office, Barclays Bank and, also the 
Anglo-Palestine Bank to a certain extent, had to step in 
withconsiderable credits tosome of the smaller banks, which 
otherwise would have been faced with a serious situation. 
The prompt action of the leading banks, which, in 
co-operation with the Government, enabled the smaller 
banks not only to return deposits on current account but 
also fixed deposits, had a calming effect on the public 
and the panic subsided quickly. It did, however, not stop 
the slow, but persistent, withdrawals of deposits from a 
few banks, which lasted for several weeks and brought 
the amount of total withdrawals to about £P. 1,750,000. 
Part of these deposits returned later, or went into one or 
other of the bigger banks, and part of it was used for buying 
gold or merchandise. The Currency Officer took care that 
a sufficient amount of money should be at hand, and the 
circulation of currency rose from £P.5,835,135 at the 
end of August to £P.7,520,135 one month later. 
It must be admitted that Palestine banking, in 
general, has well weathered the storm, and not a single 
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bank had to close its doors. The withdrawals could as a 
warning even have some healthy influence on some of 
the smaller banks whose financial structure or credit 
policy was unsound. It is anticipated that some of them, 
deprived of their deposits, will have to combine in order 
to carry on, or to liquidate altogether. Thus some of the 
intended consequences of the forthcoming banking legis- 
lation will be realised even before the enacting of the law. 

More serious were the consequences of the uneasiness 
on trade and industry, as the withdrawals of deposits 
were naturally followed by a sudden credit contraction. 
The building industry, particularly, which was largely 
financed by short-term loans, suffered heavily and slowed 
down considerably. There are, however, signs that 
industry and trade are adapting themselves to the new 
situation and will pull through without being drawn into 
a major depression. 


Books 


‘“PuBLIC FINANCE.” By CLiypDE L. Kinc. New York, 
1935. London, Macmillan & Company. 16s. net. 
THOSE interested in the fiscal system of the United 
States could do worse than acquire Professor King’s book 
for their reference library. Those chapters of the book 
in which the author sticks to his lasts are very useful. 
It is a pity that he has the same failing as many specialists 
who cannot resist the temptation to cover a field outside 
the boundaries of their preserves. The present volume 
contains a lengthy discussion of principles of international 
trade, foreign exchanges, war debts, reparations, industrial 
tendencies, etc. Although they may all have some 
indirect bearing on public finance the author does not go 
out of his way to connect them up with his main subject, 
so that the chapters concerned are merely independent 
essays included in a volume on public finance. As such 
they reduce rather than increase the value of the book. 


“THE FORMATION OF CAPITAL.” By Haroip J. 
Mou.tton. Washington, 1935. Brookings Insti- 
tution. $2-50 net. 

TuIs volume is the third of four volumes devoted to 
an analysis of the relation of the distribution of national 
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wealth and income to economic progress. The object 
of the present volume is to examine whether the fact 
that an increasing proportion of the national income 
tends to be saved rather than spent for consumptive 
purposes tends to accelerate or retard the growth of 
capital. It challenges the traditional conceptions as 
to the forces which govern the growth of productive 
capital. According to these conceptions, the amount 
of capital increases in direct ratio with the increase of 
savings. According to the author, however, capital 
expansion in the long run depends upon consumptive 
demand. For excessive savings, resulting in a fall in 
consumptive demand, may produce financial disorder and 
thus lead to the destruction rather than the creation of 
capital. The argument is interesting and convincing. 
It appears, however, that the author is barely acquainted 
with literature on the subject outside the United States. 
The relation between saving and investment on the one 
hand and between the production of capital goods and 
consumptive goods can hardly be discussed without 
reference to what Mr. J. M. Keynes has said on the 
subject. 


“INCOME AND ECONOMIC PROGRESS.” By HAROLD J. 
Movutton. Washington, 1935. The Brookings 
Institution. $2 net. 


TuIs volume is the fourth and last in the series 
referred to in the above note. The author emphasises the 
need for a national economic policy designed to bring 
about a better distribution of the national income in the 
interest of a more rapid and steadily maintained rate of 
economic progress. The author realises that a deliberate 
policy aiming at raising wages such as the policy that is 
embodied in the new deal may be helpful towards the 
desired distribution of national income. It is disap- 
pointing that after promising indications that the author 
is in favour of progressive ideas on the subject, his main 
conclusion is that by far the most important means for 
redistribution of national income is a reduction of prices. 
Having had some six years’ experience of this method, 
few people will be willing to endorse this ultra-orthodox 
conclusion. 
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“A HANDBOOK OF GEO-PotiITics.” By Ernest H. 
SHORT. London, 1935. Philip Allan & Co. 
8s. 6d. net. 

THIs volume surveys the five continents from a 
political and economic point of view. Its 224 pages are 
not nearly sufficient to do justice to the vast subject they 
cover and the multitude of problems can merely be 
touched upon. The present situation is presented in the 
light of historical development. As a bird’s-eye view the 
book is useful. Those who want to gain a general idea 
about a country which happens to come into the limelight 
and to connect up recent events with the general situation 
can consult this book with benefit to themselves. 


“WORLD MARKETING.” By V. D. Co.tins. _Phila- 
delphia, 1935. London, J. B. Lippincott & Co. 
ros. 6d. net. 


ParRT I of the book gives a survey of the prospects for 
American exporters in various parts of the world. Part II 
deals with the details of methods by which goods can be 
sold abroad. Part III deals with the details of the 
technique of export trade. Dealing with the problems 
raised by exchange control, the book makes reference 
to evasion of the control through the black market and 
through the practice by which the importer authorises 
the American exporter to increase the amount of invoice 
so as to stand a chance of the limited allotment granted 
by the Central Bank of the importer covering the total. 
The author writes that since this method requires direct 
participation in an illegal act it cannot of course be 
recommended. 





North British and Mercantile Insurance 

The share-splitting scheme, involving the capitalisation 
of {1,031,250 from undivided profits in payment of the 
uncalled liability on one-half of the shares resulting from 
the sub-division, was unanimously adopted by the share- 
holders at an extraordinary general meeting of the com- 
pany held in Edinburgh on November 2gth. The effect 
of the scheme will be to bring the paid-up share capital up 
to {1,718,750, of which no less than £1,356,250 will have 
been paid up out of profits. 
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Bank Meeting 
BARCLAYS BANK (DOMINION, COLONIAL AND OVERSEAS) 





MR. H. L. M. TRITTON’S SPEECH 





"Tx Ordinary General Meeting of 
Barclays Bank (Dominion, Colonial and 
Overseas) was held on 12th December 
at Southern House, Cannon Street, London, 
E.C. 


Mr. Herbert Leslie Melville Tritton (the 
chairman) said : — Gentlemen, — Since I 
addressed the shareholders in January last 
the bank has suffered a great loss through the 
death of its deputy chairman, Mr. Raoul 
Hector Foa. Mr. Foa was for many years the 
chairman of the Anglo-Egyptian Bank, 
Limited, and since the amalgamation he had 
rendered valuable services to this bank. 


It is with much regret that I have also to 
refer to the death of Mr. Charles Henry 
Hewett, who entered the service of the 
Colonial Bank in 1883. Mr. Hewett became 
general manager of the bank and afterwards 
was a member of the London Committee, his 
active connection with the bank extending 
over a period of 50 years. 


THE NEW DEPUTY CHAIRMAN 


Sir John Caulcutt, formerly general 
manager of the bank, has been elected deputy 
chairman. As you are aware, when the 
amalgamations forming this bank took place 
Sir John Caulcutt became general manager, 
and I have no hesitation in saying that his 
services during the time he held that office 
have been of exceptional and outstanding 
value. (Hear, hear.) I am glad that, as 
deputy chairman, Sir John will continue to be 
in close touch with the bank’s affairs. The 
shareholders will wish to join with his many 
friends in congratulating him on his appoint- 
ment as president of the Institute of Bankers, 
a well-deserved honour. (Applause.) 


PALESTINE AND EGYPT 


Last spring I paid a visit to Palestine and 
certain branches in Egypt. It is the desire of 





this bank to assist in providing adequate | 


banking facilities, on sound lines, to meet the 
growing requirements of Palestine, and I am 
satisfied that such provision is being made 
The bank is the agent for the Palestine 
currency board, and I have reason to think 
that the services rendered to that board and 
the public meet with approval. 


The past 12 months have shown a steady 
improvement in conditions both in Egypt and 
the Sudan, the cotton crops in both countries 
being satisfactory, at enhanced prices. The 
current crop in Egypt is likely to prove 
larger than that of last season. 


SOUTH AFRICA 


To-morrow I sail for South Africa, where | 
hope to visit many branches of the bank in 
the Union and the Rhodesias. 


A continuance of prosperous conditions in 
the gold-mining industry has put the Union 
of South Africa in a strong financial position, 
and I am glad to think that the diamond 
industry also shows signs of improvement. 


Easy money conditions have prevailed in 
the Union, and the market for Government, 
Municipal, and other Gilt-edged securities 
has appreciated. The rapid increase i 
banking deposits, which began in 1933, has 
slowed down, and during the past year the 
figure has fluctuated in the neighbourhood 
of £90,000,000. Increased facilities are 
being taken from the banks, and more money 
is in the hands of the public. 


WEST AFRICA 


In West Africa the gold-mining develop- 
ment on the Gold Coast has continued. 
Prospecting is active, and exports of raw gold 
during the year show considerable increases. 
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In Nigeria trading conditions generally are 
more promising, produce prices being higher 
than last year. In Sierra Leone exports of 
gold are increasing, and prospecting for 
payable lodes continues. There is also a 
steady production of diamonds. The financial 
position of the colony has improved, and it 
is now expected that the year will close with 
a substantial surplus. I hope, in due course, 
to have an opportunity of visiting the West 
Indies and British Guiana, where this bank 
has carried on business for the last 100 years. 


OTHER COUNTRIES 


From this brief review the shareholders 
will realise how widely the branches of the 
bank are situated, and, in addition to the 
territories mentioned, the bank is, of course, 
established in Mauritius, Malta, Gibraltar, 
Hamburg and New York. 


CENTENARY 


Upon June 1 of next year this bank will, in 
fact, celebrate its centenary, for the Colonial 
Bank was established under Royal Charter 
granted by his Majesty King William IV upon 
June 1, 1836. In 1925, by special Act of 
Parliament, the powers granted in that 
Charter were extended to permit of an 
increase of capital which enabled the bank to 
acquire the business of the National Bank of 
South Africa, Limited, and the Anglo- 
Egyptian Bank, Limited, so that, as a legal 
entity, Barclays Bank (Dominion, Colonial 
and Overseas) is actually a continuation, 
under a changed name, of the old Colonial 
Bank. 


BALANCE SHEET 


Turning to the balance sheet, it will be seen 
that the total has now risen to nearly the 
{100,000,000 mark, an increase of about 
{5,000,000 compared with the previous year. 
As regards liabilities, current, deposit, and 
other accounts amount to £87,781,000, which 
compares with £82,865,000 for the previous 
year. Notes in circulation, at £850,000, show 
an increase of £80,000, while acceptances, etc., 
at {3,982,000 show a decrease of about 
£330,000. 


On the assets side of the balance sheet the 
item cash in hand and with bankers, etc., has 
increased to {24,409,000 from £16,958,000, 
the surplus balances held in South Africa 
being larger than at this time last year. 
Money at call and short notice amounts to 
£2,029,000, a reduction of £1,300,000. Last 
year it was explained that money at call and 
short notice stood at a higher figure than 
usual, owing to the incidence of certain 
special short-term deposits. Bills discounted, 
at {12,494,000, show a reduction of {1,270,000 
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upon the figure standing at September 30, 
1934, the reduction being explained by a 
lower holding of Treasury Bills. 


The bank’s investments stood at Septem- 
ber 30 last at £23,445,000 and showed a 
reduction of £2,300,000 since a yearago. This 
reduction is due to the fact that advances to 
customers now stand at 29,178,000, an 
increase of {2,438,000 over last year, reflecting 
an increase in accommodation required by 
customers. The bank premises account 
stands at £2,531,000, practically the same as 
last year. Plans are in hand for the new 
premises which the bank is to erect in 
Pretoria and also in Bloemfontein. 


PROFIT AND LOSS ACCOUNT 


The net profit for the year ended September 
30, 1935, after making provision for bad and 
doubtful debts and contingencies, amounts 
to £473,400, to which has to be added 
£216,816 brought forward from the previous 
year, making a total of £690,216 to be dealt 
with. The net profit shows an increase of 
£63,000 compared with last year, principally 
owing to the increased demand for advances, 
and the bank has again had a satisfactory 
experience in regard to bad and doubtful 
debts. 


The board has thus been enabled again to 
place a sum of £100,000 to the reserve fund, 
bringing that fund up to £1,850,000. 


A sum of £120,000 has been set aside for 
income tax, as against £75,000 last year, to 
provide for the tax upon increased profits, 
and also by reason of the fact that, with 
reduced investments, less tax is deducted at 
the source. 


THE DIVIDEND 


The board recommends final dividends at 
the rate of 8 per cent. per annum on the 
Cumulative Preference shares, and at the 
rate of 6 per cent. per annum on the“ A”’ 


and ‘‘B” shares, less income tax in each 
case at the rate of 4s. 5d. in the ¢. The 
dividend for the year, therefore, on the “ A ”’ 


and‘‘ B ”’ shares is at the rate of 54 per cent., 
which is 4 per cent. higher than for the 
previous year. After making these appro- 
priations there remains a balance of £223,396 
to be carried forward. 


The Chairman concluded by moving the 
adoption of the report and accounts. The 
resolution was carried unanimously. 


Sir Harold E. Snagge, proposing a vote of 
thanks to the staff, said that it was to the 
great company of men who, all the world over, 
bore the heat and burden of the day that they 
owed their thanks for the results placed 
before the shareholders. (Applause.) 
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Bank Meeting 
ROYAL BANK OF SCOTLAND 


ANNUAL GENERAL COURT OF PROPRIETORS 


IMPROVED INDUSTRIAL CONDITIONS 


MR. ALEXANDER MAITLAND’S SPEECH 





Tor Annual General Court of Proprietors 
of The Royal Bank of Scotland was held 
27th 
K.C., 


at 
November, 
presiding. 


Edinburgh on Wednesday, 
Mr. Alexander Maitland, 


Mr. Maitland said :—Before presenting the 
Directors’ Report and the Accounts for the 
year, I wish to refer to the great loss the Bank 
recently sustained in the death of His Grace 
the Duke of Buccleuch and Queensberry, 
K.T., G.C.V.O., who held the office of 
Governor of the Bank for the long period of 
twenty years, and, during that time, placed 
his wide experience and sound judgment 
unreservedly at its service. Until some six 
months ago he presided regularly at the 
weekly Meetings of the Court, where his 
intimate knowledge of the affairs of the Bank, 
his great abilities and business acumen were 
of the utmost value. 


His personal qualities endeared him to all 
alike, whether Directors, Officials or Staff, 
and, in the long association of the Dukes of 
Buccleuch with the Bank, there can be none 
who rendered more distinguished services or 
whose loss could be more sincerely regretted. 


It is also with deep regret that the Directors 
record the death of Mr. T. M. Murray, W.S., 
who had been a Director since 1927. Mr. 
Murray took a keen and active interest in the 
Bank and the loss of his advice and experience 
is greatly felt by his colleagues. 


To fill the vacancy in the Governorship the 
Directors have elected His Grace the new 
Duke of Buccleuch and Queensberry, and are 
confident that he will prove a worthy succes- 
sor to his father. His election preserves a 
tradition of great value to the Bank and one 
of which it is justly proud. 


In moving the adoption of the Report, Mr. 
Maitland said :— 





I presume it will be your pleasure that the 
Annual Report and Balance Sheet, with the 
Auditors’ Report, which have been in your 
hands for some days, shall be taken as read, 


The Directors are pleased again to submit 
what in their opinion is a satisfactory State- 
ment. 


INCREASED DEPOSITS 


The Deposits show an increase on last 
year’s figures of over £5,000,000, the amount 
appearing in the Balance Sheet being 
£64,009,174—which is a record figure for the 
Bank. Under present conditions and taking 
into consideration that the General Election 
was pending at the time we closed our Books, 
it is not surprising that there should be an 
increase in the figures in this side of our 
business. 


We have also to report a small increase in 
the total of the Small Savings Accounts, 
which are included in the above total. 


Notes in circulation at {2,812,642 are 
slightly up on last year, but Acceptances and 
Indorsements of Foreign Bills and other 
obligations show a decrease of £163,000. 


This decrease in the latter heading is wholly 
accounted for by a smaller volume of Forward 
Exchange Operations, which we would again 
mention are on account of clients and have 
all been covered with first-class banks of 
institutions. 


LIQUID RESOURCES AND 
INVESTMENTS 
On the Assets side of the Balance Sheet the 
figures under the various headings provide 
ample evidence of the highly liquid position 
of the Bank. 
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Cash on Hand and with the Bank of England 
and other London Bankers, and Money in 
London at Call and Short Notice, at approxi- 
mately {£14,600,000, exceeds last year’s 
ficure by more than a quarter of a Million. 


The marked increase in Deposits accounts 
for our larger holdings in British Government, 
Indian and Colonial and other Securities. 


As usual, our Investments are valued at or 
under the Market prices ruling on the date of 
our Balance. 


Bills discounted, including British Govern- 
ment Treasury Bills, are well maintained at 
practically last year’s figures. 


We regard it as a gratifying feature that we 
are able to report an increase in Advanceson 
Cash Accounts and Current Accounts of over 
{800,000. Last year we reported an increase 
of nearly £700,000 under this heading, so 
that in a period of two years of difficult 
trading conditions, we have increased our 
Advances by over One and a-half Million 
pounds. 


PROFITS 


Turning to the Profit and Loss Account, we 
are able to show an increase in Profits of 
about £8,000, which we regard as highly 
satisfactory. 


Following our usual practice, all bad and 
doubtful debts have been fully provided for 


APPROPRIATIONS 


The Directors recommend that a Dividend 
for the Half-Year, payable at Christmas, at 
the same rate as formerly—17 per cent. per 
annum—be declared, and that the same 
appropriations as last year be made to 
Pension Reserve Fund and to Bank Buildings 
and Heritable Property. 


After these appropriations there remains 
the sum of £76,217 7s. Iod., which it is 
proposed to carry to Rest or Reserve, now 
standing at the substantial figure of 
43,957,143. 


For the four years from 1931 to 1934 we 
carried undivided profits to our Inner 
Reserves which, as you have been told on 
previous occasions, are strong. This year 
we have reverted to the established practice 
of placing our undistributed profits to the 
published Rest or Reserve. 


BUSINESS OF THE BANK 


Iam pleased to be able to report that the 
general business of the Bank throughout 
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Scotland and at its London Offices continues 
to prosper. 


Recently, Mr. Smith, Manager of Drum- 
monds’ Branch, London, and Mr. Howe, 
Agent of Western Branch, Burlington Gar- 
dens, London, were appointed Local Directors 
of their respective branches. These gentle- 
men have rendered excellent services to the 
Bank, and we hope to retain for some years 
the benefit of their ripe experience. 


Our associate Bank, Williams Deacon’s 
Bank, Ltd., has benefited from the improved 
conditions in the area in which it operates. 


TRADE REVIVAL 


In his speech from this Chair last year the 
Governor, in dealing with Scottish Trade and 
Industry, reported an improvement in a 
number of industries, and I am glad to say 
that the reports which we have recently 
received from various centres are again on 
the whole encouraging. 


In shipbuilding there has been a decided 
improvement since last year, and lately a 
number of orders for new ships has been 
placed. 


The Clyde is confidently expecting to share 
in the Admiralty new building programme. 


At the present time only about 40 per cent. 
of the slips in the Clyde yards are occupied, 
and, while a considerable amount of leeway 
has to be made up before the industry is back 
to normal, the outlook is brighter than at 
any time during the past six years. 


The Iron and Steel and Engineering 
Industries have shown a marked revival, and 
with good orders in hand these industries 
promise to keep busy for some time to come. 


In Coal there has been an improvement, 
both in the home and export trade. It is to 
be hoped that a settlement between the 
employers and the men will soon be reached 
and the threat of a strike removed. 


The Jute industry is experiencing better 
times and some of the mills and factories 
have not been so busy for a number of years. 


As regards Agriculture, which is passing 
through a very lean period, we are encouraged 
to believe that prospects are also brighter 
in this industry which is so vitally important 
to the country. 


WORLD TRADE 


The economic depression has now lasted 
for nearly six years, and, although the Export 
















Trade of this country shows a relatively good 
recovery from the lowest point of the depres- 
sion in 1932, the vast unemployment existing 
in practically all countries portrays the heavy 
dislocation and disequilibrium in_ inter- 
national trade relations, and I would again 
repeat what has been said on previous 
occasions from this Chair—that the removal of 
the many politically imposed barriers, which 
prevent the normal purchase and sale of 
goods and services between the nations, is 
essential if the unemployment problem is to 
be solved and other grave difficulties avoided. 
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To fill vacancies on the Board, Mr. John 
T. Tulloch, C.A., Glasgow, and Mr. Kenneth 
Murray, W.S., Edinburgh, were elected 
Directors of the Bank. From the experience 
we have had of these gentlemen at our 
meetings, we regard ourselves as fortunate 
in securing them for the Board. 


THANKS TO OFFICIALS AND STAFF 
I desire to record the sincere thanks of the 


Directors to the Officials and Staff of the 
Bank at the Head Office, London, Glasgow 
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and Dundee Offices and Branches for the 
ungrudging services they have _ rendered 
during the past year. Mr. Whyte, the 
General Manager, had, some two years ago 
a difficult task imposed upon him in succeed. 
ing so distinguished a banker as the late Sj 
Alexander Wright. Our confidence in hin 
has been amply justified, and under his 
management the best traditions of the Bank 
have been maintained, and I am sure he woul 
be the first to admit that this result could 
not have been achieved without the loyal 
co-operation he has received from all thos 
working with him. 


APPROVAL OF ACCOUNTS—DIVIDEND 


I now beg to propose that the Report, con- 
taining a Statement of the Accounts and 
Balance Sheet, be approved, and that out of 
the Profits of the year a Dividend at the rate 
of 17 per cent. per annum for the Half-Year, 
under deduction of Tax, be declared in 
conformity therewith. 


The Report was approved, and the Gover. 
nor, Deputy-Governor, Extraordinary Direc- 
tors, and the retiring Ordinary Director 
were re-elected, and Auditors were re 
appointed for the ensuing year. 














FIRE 


ACCIDENT 
BURGLARY 
MOTOR 
MARINE 


TOTAL ASSETS EXCEED 


£50,890,000 





CHIEF OFFICES : 
——LONDON, 61 THREADNEEDLE ST., E.C.2. 


Over 125 Years of Insurance Service ——— 


LIFE 
ANNUITY 
AND OTHER 
CLASSES OF 
INSURANCE 


TOTAL INCOME EXCEEDS 


£10,476,000_ | 


SPECIAL ARRANGEMENTS FOR LIFE ASSURANCE 
ON LIVES OF BANK OFFICIALS AND EMPLOYEES 


EDINBURGH, 64 PRINCES ST.,2— 











for the 
rendered 
yte, the 
‘ars ago 
succeed. 
late Sir 
- in hir 
ider his 
he Bank 
he would 
ult couk 
he loyal 
all those 


“IDEND 


Ort, con- 
ints and 
at out of 
: the rate 
alf-Year 
lared in 


ie Gover- 
ry Direc- 
Directors 
were Ie 


rY 

4ER 
» OF 
NCE 


EEDS 








81 


The Hongkong and Shanghai 
Banking Corporation’s New 
Headquarters 


By Professor C. H. Reilly 


URING the last two years two great banking 
buildings, to each of which the term “ skyscraper ” 
might legitim: itely be applied, have been erected, 

one in the Far East and the other in the Far West. 
Both are several hundred feet high and both have a great 
number of office floors for renting purposes above a 
lofty banking hall. The main problem of the building 
in each case is therefore the same. Further, both are 
designed by English-speaking architects. | Nevertheless, 
SO greatly do they differ in the result that the archaeologist 
of the future might well say, if there is anything left of 
steel-framed structures after a few thousand years, that 
they belonged not only to different races but to different 
civilizations, probably epochs apart. These great build- 
ings, both erected it will be noticed since the slump set 
in, are the Headquarters of the Hongkong and Shanghai 
Banking Corporation at Hongkong and that of the 
Philadelphia Saving Fund Society in that city. We 
will consider the Hongkong building this month and the 
American one next. 

The Hongkong building, as will be seen from the 
illustrations, is a great monument. At first sight across 
the bay it must give the impression either of a mausoleum 
to some great figure in world affairs or the temple of 
some unfamiliar religion. The last thing one would 
imagine is that it is an office building mainly designed for 
prosaic daily dealingsin money. The factis,itisnot. Itis 
clearly in the first place a symbol, and only a semi- practical 
office machine in the second. That, indeed, is the view of 
bankers the world over with regard to their buildings, 
and may be a particularly necessary one in China. It has 
always been the view very strongly held in America till 
this Philadelphia building arose, where exactly the 
opposite position has suddenly been taken up. This 
may have some interesting psychological connection with 
the slump in America, though the building itself is any- 
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thing but a cheap one. There a machine building has been 
erected with no a priori ideas of what is dignified or im- 
pressive but only with very clear thinking about what is 
workmanlike and convenient. The result is an extraordin- 
arily fine building, especially in the banking premises, but 
something totally different from our conception either 
of a bank or of a monumental structure. We will return 
to it with pleasure and a certain excitement, for it is the 
first great banking experiment in the. new architecture. 

This Hongkong building, if it is in the first place 
designed as I imagine to impress a vast Chinese popula- 
tion with the stability of the bank, achieves that end 
very directly. Nothing could appear more solid and 
stable from a distance save the great pyramid itself. It 
is unfortunate therefore to realise, as one must on closer 
acquaintance, that these great solid-looking piers which 
run the whole height of the building are hollow, and that 
the real work is done by slender steel within them. These 
piers on the exterior are the dominating feature as they 
rise closely packed together. They suggest some great 

gloomy mausoleum- like interior and lead. up very appro- 
priately to the actual stepped and truncated pyramid 
which formed the roof of King Mausolus’ tomb. That 
running behind and across them are floor upon floor of 
busy offices, comes as a shock. That these office floors 

do not in Hongkong require the ordinary area of window 
which we should require here one must take for granted, 
for they certainly do not get it. 

Viewed as a monument then to dominate the bay and 
even to bear some relation to the Peak itself, and without 
considering the use to which the building is to be put, 
one must cordially congratulate the architects, Messrs. 
Palmer & Turner, the great firm who have built most of 
the recent big buildings both in Hongkong and in 
Shanghai. On an irregular site with the help of steel 
and with some conjuring with lifts, which are not under 
the high portion of the building but near the entrance, 
they have obtained a dramatically balanced structure 
which, from its size, but also from its symmetry, is bound 
to be dominating. At first glance it appeared as if it 
might not only dominate but bully. On second thoughts 
its lines are, I think, too clean and severe for that, as far 
as one can tell from photographs. It is certainly on 
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the exterior the most impressive temple to Mammon one 
has vet seen. The new Bank of England building with 
its small-scale domestic detail from the time of Wren, 
big as it is, is a mere baby to it in every way. 





———— 


QUEEN’S ROAD 
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Architects} Vessrs. Palmer Turne? 
PLAN OF THE GROUND FLOOR 
The interior of the banking hall, though impressive 
from its size and height, has not the same unified and 
dominating appearance that the exterior might lead one 
to expect. The symmetrical cruciform arrangement 
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of the public space with its continuous counter, its dark 
Devonshire marble piers seen against the light of th: 
windows and the pale Botticino covered walls and th: 

pale green Swedish marble floor must be very impressiv: 

[ am not so sure of the brightly coloured Venetian mosai 

vault above, as modern Italian mosaics are generally 

rather crude and painful, but it is not perhaps fair 

assume they are in this case. What is clear is that 

this symmetrical and monumental centre to the interior 

in spite of having such differently coloured piers to mark 
it, cannot unify or command the irregular ground floor 
space which stretches away over the heads of the clerks 
in every direction. The plan demonstrates this. I know 
this is the English practice. One has the same effect 
in the great Midland Bank Headquarters in the City 

It is another evidence of our love of compromise. 
We will have our grandiose part and we will have our 
friendly haphazard arrangements, and what is more, they 
shall be well in view of one another however much they 
conflict in spirit. In America on the other hand, th 
Banking Hall and the mass of clerks and subsidiary depart- 
ments would be on different floors connected no doubt 
by telewriters, special lifts and all that sort of thing. 
Clearly this American practice makes for more logical 
architecture. A great symmetrical and impressive public 
space, if not screened off is bound to produce difficulties 
on an irregular site such as this. Cleverly as these 
difficulties have been masked by the entrances to th 
offices and to the Chinese cash department, the plan 
reveals them plainly enough in the strange shapes leit 
over near the main entrance vestibule. 

One gathers that the whole of the banking business is 
done on the ground floor and in the basements below and 
that eve rything above in this lofty building is rentable 
office space, except a few flats for officials of the bank. 
One cannot, therefore, easily understand how this great 
mass of office accommodation can be adequately served 
by a little side entrance next the main vestibule. with 
its narrow staircase and three lifts, especially as these 
latter from their position can only take one half-way up 
the building. At some point on about the seventh floor 
one must get out of one’s lift and walk some distance 
into the building and pick up another lift, if one wants 
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CHUBB 


The classic dignity of the new Head Office of the Hong- 
kong and Shanghai Banking Corporation Ltd., Hongkong, 
demanded a compatible standard of utility and security. 


Chubb & Son’s Lock & Safe Co., Ltd., had the privilege of 
designing and constructing all the Security Equipment. 
The chief feature was a Safe Deposit—the largest ever 
constructed by a British firm for the East—containing 
7,000 safes; it has a massive Entrance Door, weighing 
twenty tons. The equipment included a quantity of 
Steel Shelving and Cupboards, several Steel Doors of 
medium weight, eight Heavy Treasury Doors and 134 tons 
of Tangbar reinforcement for the walls. The total 
shipment weighed approximately 1,000 tons. 

LS The illustration shows the main entrance door 


RAN to the Safe Deposit Vaults. 


CHUBB & SON'S LOCK & SAFE CO... LTD. 
BANKERS’ ENGINEERS AND STRONG ROOM BUILDERS 
Head Office: 128 QUEEN VICTORIA STREET, LONDON, E.C.4 


Factories : Wolverhampton 
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Guinness, Mahon & Co. 





53 Cornhill, 17 College Green, 
LONDON DUBLIN 





AGENTS AND CORRESPONDENTS THROUGHOUT THE WORLD 
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CANADA 


This bank will gladly assist you in 
gathering reliable information, and will 
provide all banking facilities for the 
transaction of business in Canada 


Agents in England : 


LLOYDS BANK LIMITED 


IMPERIAL BANK 
of Canada 


Head Office ” ° Toronto, Canada 


BRANCHES THROUGHOUT CANADA 
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Hambros Ban 





Limited. 


41.Bishopsgate, 
London E.C.2., 





West End Office :— 
67, PALL MALL, S.W.1. 








ESTABLISHED 1836 


LUNCH MONEY? 





N the face of it, a ridiculous question perhaps. If you delve a 

little deeper it becomes rather more disconcerting than ridiculous 

If, for example, you are earning £6 a week and you meet with a 
fatal illness or accident your savings or insurance would have to total 
at least £10,000 to provide your dependants with the same income. Even if you could 
leave them £1,000 (after all, a goodly lump sum) it would produce only 10s. per week— 
or just about what you spend on your midday lunches. 
The working value of capital is illusory but fortunately there is a simple method of 
providing a reasonable income without the necessity of amassing capital, and not only inc 
for your dependants in the event of your death but income for yourself when you ret 
Under this Scheme, first you guarantee immediately a generous tax-free income to your w 
family or other dependants—no waiting to collect capitai—no chance that you wi 
them to fend for themselves before you have saved enough to leave them comfortably 
Secondly, if you survive to retirement age. say 65, you can commence drawing your pensior 
which will continue free from all fluctuations for the remainder of your life 
This provision may sound too good to be true—you may think the cost would be too 
heavy, but if you will enquire for further details you will find that ‘ Pension-Safegu ; 
protection is within everybody's reach 
** PENSION-SAFEGUARD " sweeps away al! uncertainty — enquire for an 
applicable to your own age and circumstances. Special terms are granted to Ban 












LEGAL & GENERAL ASSURANCE SOCIETY LIMITED 


10 FLEET STREET, LONDON, €E.C.4 
GENERAL MANAGER: W. A. WORKMAN, F.LA 
BRANCHES AND AGENCIES THROUGHOUT THE WORLD 


ASSETS EXCEED £33,000,000 
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Wider Spread greater safety 


UNIVERSAL 


fixed trust certificates 


offer to Investors the opportunity to spread sums from 
approximately £20 upwards over a selected list of no less than 
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74. first-class securities 
including Government Funds, and stocks and shares in com- 
mercial and industrial undertakings with world-wide activities. 


DISTRIBUTION OF THE INVESTMENT 
5.5% Newspapers 
Paper Mannfact 
7.6% rextiles - 
8.6% Mining & Fi 
8.0% Gold Mines 
8% Miscellaneous 


At the price of 22/- per sub-unit and on the basis of dividends, etc., received 
during the 12 months ended 30th September, 1935, the yield is as follows : 


From dividends Bechet ch : £4 16 10°. gross. 
Sale of recurring bonus........ ; 3 ib yA net. 
Sale of other bonuses and rights re 1 10 4% net. 


£6 11 1 & 
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The expenses of maintaining the Trust, including the cost of dividend distributions 
to the Certificate Holders for the Trust period of twenty years. are provided for. 


Certificates are issued to Investors by the Trustees. 


NATIONAL PROVINCIAL BANK LIMITED 


who collect all dividends, bonuses, rights, etc., and distribute by warrant without 
charge to Certificate Holders on Ist April and Ist October. 


Full information can be obtained from any branch of the NATIONAL 
PROVINCIAL BANK, any Stockbroker, or by writing for Booklet *U79" to the 


COMMERCIAL FIXED TRUST LIMITED 
125. Pall Mall. London, S.W.1. 


Whitehall 4657. Teleaqrams Comfix, Piecy, London. 
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Contents of the FEBRUARY issue will include 


THE BRITISH BANKING RESULTS 


and 


an article by Proressor C. H. REILLY, illustrated with 
many fine photographs, descriting the new headquarters of 


THE PHILADELPHIA 
SAVING FUND SOCIETY 


the first experiment in modern design for a great bank building 

























The price of THE BANKER, which can be obtained from any good-class 
newsagent, is 2. 6d., or will be sent on application (2s. 9d. post free) to 


The Publisher. 20, Bishopsgate. E.C.2 





The Annual Subscription Rate by post is 113.. —— 





THE 


South Etfrican Fournal of Economics 


(THE QUARTERLY JOURNAL OF THE ECONOMIC SOCIETY OF SOUTH AFRICA.) 


Foint Editors : 
ProFessoR S. HERBERT FRANKEL. PROFESSOR R. LESLIE. 


Management : 
ProFEssoR C. S. RICHARDS. 


RECENT IMPORTANT ARTICLES 


CREDIT FACILITIES ON THE JOHANNESBURG STOCK EX- 
CHANGE—By M. H. EMDON (March 1935). 

COMPANY PROMOTION IN SOUTH AFRICA, 1933 to 1934, A 
PRELIMINARY AND STATISTICAL SURVEY—By Pror. C. S. RicHarps 
June 1935). 

THE GOLD MINING INDUSTRY AND THE GOLD STANDARD— 
By A. J. LIMEBEER (June 1935). 

ANOTHER YEAR—By C. W. PEARSALL (September 1935). 

SUBSIDIES, QUOTAS, TARIFFS AND THE EXCESS COST OF 
AGRICULTURE IN SOUTH AFRICA. By Pror. C. S. RICHARDS 
(September 1935). 

GOLD MINING TAXATION: A METHOD OF ANALYSIS—By W. J. 
BusscHau (September 1935). 


Single Copies at 6s. each and Annual Subscriptions £1 1s. from Messrs. P. S. KING 
& Son, Ltp., 14 Great Smith Street, Westminster, London, S.W.1, or from the 
Chairman, Board of Management, P.O. Box 5316, Johannesburg. 
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to visit one of the ten further stories in the central block. 
It looks, indeed, as if the convenience of this great mass 
of office floors has been sacrificed to a very considerable 
extent for the symmetry of the bank proper. Is this a 
further example of the sacrifice of the practical to the 
symbolical ? I have always said our bankers err on the 
side of sentiment, and if they would not be so romantic 
should get better buildings from them. 

It is in the vaults of a bank to-day that one finds 
practical modern construction 7m excelsis, and that one 
has to admit very reluctantly is because the architects 
generally have so little to do with it. Here the engineer 
is supreme, and what a straight-forward job he makes of 
his vaults and safe deposit! I think, sometimes of 
course, he is not above a little blarney, very like the 
architect’s blarney up above, in his twenty-ton doors 
looking like the breach of a “ Big Bertha.”” How good 
looking, practical and workmanlike, indeed what an 
excellent example of modern geometrical architecture 
a safe deposit can be is clear from the one in this building 
supplied by Messrs. Chubb. 

The fittings for this safe deposit, as well as for the 
vaults, the furniture for the bank, the steelwork for 
the structure itself, the marble linings and most of the 
craftsmen’s work for the interior have all had to be sent 
out from Europe, and mostly from England; yet this 
great building was erected in twelve months. The 
forethought and powers of organization required for this, 
which means seeing that everything arrives at the 
moment called for on the progress schedule, neither too 
soon nor too late, is something to which one can give 
unstinted praise. In great buildings of this kind it is 
indeed one of the main services, if not the very first, the 
architect renders to his client. Here it must have been a 
nig ularly difficult one with half the world between 
the building and the sources of supply. To have put 
up this structure in twelve months in London would 
have been no mean task. To do it in China is a very 
great achievement, of which all concerned should be very 
proud. 








